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GEGCAROLINA

Fpril
152010

Dear
Shareh0

Customers
Employees

and Friends

We are pleased
to provide you

with the 2009 nUal Report
0f Georg

roln Banc5ms Inc

The year
2009 was another

llengmg year
for our

nation conomy our
nation 0nanc

system
and your

CompanY gain
0nsideng the turmoil

in the economY and
Onancial

markets
we

believe that your
0mpany performed

quite
well

consolidat
net income

for the year
totaled $3752000

which represents
34% increase

over the $2800000
earned in 2008 We are proud

of this accomp shmt consi ng the
0nanc

headwi5 we have been facing
These

headwinds
include greatly

weakened conOmy
increased

gulatOry
assessments

and declining
interest rate

environment

Total
consolidated

yearend
assets

of the company grew
from

$460828000
at the end of

2008 to $484013000
The company

continues
to remain

well capita by regulatory
standards

and all of our capital
ratios

increased
during

the year
Book value per

share
increased

9.4% during
the

yearfrom
$11.31 to $12.37

sset quality
remains primary

focus Net
rge0ff5 during

the year
totaled

o.67%
of

average
loans in

2009 and 2008 In addition
0perfOrmin

assets
declined

during the year
and

totaled
respectable

2.2% of assets

Credit qualrty
remains primary

focus
We believe

that our 5ound
underwriti

standards

and the relative
5rength of our local markets

have
helped us weather

the current
economic

conditions

better
than many of our peers

We have all read and heard about
the various

allengeS in our state and national
economy

and in our state and national
Onancial system

These are
unprecedented

times
for all of us Please

know

that the Directors
agement and staff

of 0giaCar0 na Bancshares
and First

Bank of georgia
are

working
diligently

to ensure
the preservation

and growth
of your

investment
in First

Bank of eorgia

We believe
that our

Onancial
results are due tO those

efforts and our 0mumty banking
model

but as 0mpany positioned
to meet

another year
of llenges

We look toward
2010 as

those
allenges

and overcome

We extend to you
special

invitation
to attend the nnu eeting of our Shareh0ers

whKh will
be held at 400 p.m on May 242010 at the Main OfOce

and Corporate
dquarters

located at 3527
Wheeler

Road

Thank you
for your

interest
and support

of your
0mpany and your

Bank

gincerely

Remer
BrinSon

Ill

iraith

Remer Brinson
Ill

president
Chief Executive

Othcer

3527
Wheeler

Road Augusta
geOrgia

30909 Phone 706 731.6600

post Qffice Box 15148 AugUt Geotg 30919-1148
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MARKET FOR REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER

MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The Companys common stock trades on the Over-The-Counter Bulletin Board under the symbol GECR The market for the

Companys common stock must be characterized as limited market due to its relatively low trading volume and lack of analyst

coverage The following table sets forth for the periods indicated the quarterly high and low bid quotations per
share as reported

by the Over-The-Counter Bulletin Board These quotations also reflect inter-dealer prices without retail mark-ups mark-downs or

commissions and may not necessarily represent actual transactions The share prices below reflect all stock splits

High Low

Fiscal year ended December 31 2009

FirstQuarter $10.00 5.75

Second Quarter 9.98 5.25

Third Quarter 8.00 6.25

Fourth Quarter 8.00 6.25

Fiscal year ended December 31 2008

First Quarter $1 1.00 9.05

SecondQuarter $11.50 9.00

Third Quarter $12.35 9.00

Fourth Quarter $12.35 7.00

Holders of Common Stock

As of March 25 2010 the number of holders of record of the Companys common stock was approximately 582

Dividends

No cash dividends were paid by the Company during the years ended December 31 2009 or 2008 Future dividends will

be determined by the Board of Directors of the Company in light of circumstances existing from time to time including

the Companys growth financial condition and results of operations the continued existence of the restrictions described

below on the Banks ability to pay dividends and other factors that the Board of Directors of the Company considers relevant

In addition the Board of Directors of the Company may determine from time to time that it is prudent to pay special

nonrecurring cash dividends in addition to or in lieu of regular cash dividends Such special dividends will depend upon

the financial performance of the Company and will take into account its capital position No special dividend is presently

contemplated

Because the Companys principal operations are conducted through the Bank the Company generates cash to pay dividends

primarily through dividends paid to it by the Bank Accordingly any dividends paid by the Company will depend on the Banks

earnings capital requirements financial condition and other factors Under Georgia law the Bank may pay dividends only

when and if the Bank is not insolvent In addition dividends may not be declared or paid at anytime when the Bank does not

have combined paid-in capital and appropriated retained earnings equal to at least 20% of the Banks capital stock Moreover

dividends may not be paid by the Bank without the prior approval of the State of Georgia Department of Banking and Finance

if the dividends are in excess of specified amounts fixed by the Department
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Equity Compensation Plan Information

The Company currently has three equity compensation plans the 1997 Stock Option Plan which was approved by

shareholders ii the 2004 Incentive Plan which was approved by shareholders and iiithe Directors Equity Incentive Plan

which has not been approved by shareholders The following table provides information as of December 312009 regarding

the Companys then existing compensation plans and arrangements

Number of securities remaining

Number of securities to be
weighted-average

exercise available for future issuance

issued upon exercise of
price of outstanding options

under equity compensation

outstanding options
warrants and rights plans excluding securities

warrants and rights reflected in column

Plan Category

Equity compensation plans approved

by security holders

1997 Stock Option Plan 185955 8.70

2004 Incentive Plan 87933 $11.78 237192

Equity compensation plans not

approved by security holders 79823

Total 273888 $9.69 317015

Directors Equity Incentive Plan

The Directors Equity Incentive Plan provides that non-employee directors of the Company and the Bank may elect to

purchase shares of the Companys common stock in lieu of receiving cash for director fees earned in each calendar quarter

The purchase price for shares acquired under the plan is $2.00 less than the average closing market price of the Companys

common stock for the last ten trading days of each quarter as reported on the Over-the-Counter Bulletin Board non

employee director may join the plan at any time during the last seven days of each calendar quarter The Directors Equity

Incentive Plan also provides non-employee directors of the Company and the Bank annual retainer shares in the form of

base award shares plus bonus shares for service as Board chairman plus bonus shares for service on various committees

Non-employee advisory board members also qualify to receive annual award shares from the Directors Equity Incentive Plan

provided they meet an agreed upon annual attendance requirement
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Per Share Data

Net income basic

Net income diluted

Book value

Weighted average number of shares outstanding

Basic

Diluted

0.86 1.04

0.83 0.98

9.51 8.53

3426860 3393224 3370277 3336834

3503856 3508606 3489564 3524294

SELECTED FINANCIAL DATA

2009 2008 2007

484013

47289

336849

58135

5072

405240

7297

25000

3203

43273

Our selected consolidated financial data presented below as of and for the
years

ended December 31 2005 through 2009 is

derived from our audited consolidated financial statements Our audited consolidated financial statements as of December

31 2009 and 2008 and for each of the years in the three year period ended December 31 2009 are included elsewhere in this

report All years have been restated as necessary for stock dividends and stock splits

At and for the Years Ended December 31

in thousands except per share data

2006 2005
Selected Balance Sheet Data

Assets 447869 417471 349481

Investment securities 60393 55404 39362

Loans held for investment 322201 280883 2483

Loans held for sale 39547 56758 40064
Allowance for loan losses 5059 4386 3756

Deposits 379966 341342 304440
Short-term borrowings 17473 38661 13442

Long-term debt 10500 600 700

Other liabilities 3959 4742 2290
Shareholders equity 35971 32126 28609

Selected Results of Operations Data

Interest income 29019 25335 20876

Interest expense __________ __________ 15706 11969 8420
Net interest income 13313 13366 12456

Provision for loan losses
__________ __________

909 898 1022

Net interest income after provision

for loan losses 12404 12468 11434

Non-interest income 9932 9800 10331

Non-interest expense ___________ 7816 7911 16368

Income before taxes 4520 4357 5397

Income tax expense ___________ 1619 1460 1942

Net income
__________ __________

2901 2897 3455

0.85

0.83

10.58

460828

59795

336293

28402

4284

377009

15859

25400

3476

39084

24604

9722

14882

3082

26371

13038

13333

1456

11800

14157

20902

5055

1303

3752

1.08

1.07

12.37

3484309

3492871

11877

9920

17745

4052

1252

2800

0.82

0.80

11.31
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At and for the Years Ended December 31

2009 2008 2007 2006 2005

Performance Ratios

Return on average assets 0.79% 0.62% 0.69% 0.78% 1.00%

Return on average equity
8.93% 7.36% 8.39% 9.57% 12.80%

Net interest margin 3.37% 3.15% 3.36% 3.81% 3.78%

Efficiency ratio 71 .98% 76.31% 76.64% 77.39% 71.45%

Loan excl LHFS to deposit ratio 83.12% 89.20% 84.80% 82.29% 81.56%

Asset Quality Ratios

Non performing loans to total loans 1.57% 1.39% 3.20% 0.68% 0.59%

Nonperforming assets to total assets

excl LHFS OREO 3.12% 3.57% 3.73% 1.03% 0.86%

Allowance for loan losses to

nonperforming loans 81 .94% 84.65% 43.77% 191 .86% 219.91%

Allowance for loan losses to

total loans excl LHFS 1.51% 1.27% 1.57% 1.56% 1.51%

Capital Ratios

Average equity to average assets 8.81% 8.41% 8.16% 8.11% 7.80%

Leverage ratio 8.96% 8.59% 8.18% 7.85% 8.14%

Tier risk-based capital ratio 10.50% 9.82% 9.39% 9.25% 9.91%

Total risk-based capital ratio 11.74% 10.91% 10.72% 10.50% 11.16%

Growth Ratios and Other Data

Percentage change in net income 34.0% 3.5% 0.1% 16.2% 1.3%

Percentage change in diluted net

income per share 33.8% 3.6% 0.0% 15.3% 1.0%

Percentage change in assets 5.0% 2.9% 7.3% 19.5% 5.1%

Percentage change in loans 8.3% 0.8% 7.1% 17.1% 5.5%

Percentagechangeindeposits 7.5% 0.8% 11.3% 12.1% 18.1%

Percentage change in equity 10.7% 8.7% 12.0% 12.3% 12.8%

Non-tax equivalent

Computed by dividing non-interest

expense by the sum of net interest income

and non-interest income excluding gains

and losses on the sale of assets
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MANAGEMENTS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion provides information about the major components of the results of operations and financial

condition liquidity and capital resources of the Company and Bank and should be read in conjunction with theBusiness

andFinancial Statements sections included elsewhere in this report Information given in response to Item of this report

Selected Financial Data7 is incorporated by reference in response to this Item

Critical Accounting Policies

The accounting and reporting policies of the Company and Bank are in accordance with accounting principles generally

accepted in the United States and conform to general practices within the banking industry Application of these principles

requires management to make estimates or judgments that affect the amounts reported in the financial statements and

the accompanying notes These estimates are based on information available as of the date of the financial statements

accordingly as this information changes the financial statements could reflect different estimates or judgments Certain

policies inherently have greater reliance on the use of estimates and as such have greater possibility of producing results

that could be materially different than originally reported

Estimates or judgments are necessary when assets and liabilities are required to be recorded at fair value when decline in

the value of an asset not carried on the financial statements at fair value warrants an impairment write-down or valuation

reserve to be established or when an asset or liability needs to be recorded contingent upon future event Carrying assets

and liabilities at fair value inherently results in more financial statement volatility.The fair values and the information used to

record the valuation adjustments for certain assets and liabilities are based either on quoted market prices or are provided by

other third-party sources when available When third-party information is not available valuation adjustments are estimated

in good faith by management primarily through the use of internal cash flow modeling techniques

The most significant accounting policies for the Company and Bank are presented in Note ito the consolidated financial

statements These policies along with the disclosures presented in the other financial statement notes provide information on

how significant assets and liabilities are valued in the financial statements and how those values are determined Management

views critical accounting policies to be those that are highly dependent on subjective or complex judgments estimates

and assumptions and where changes in those estimates and assumptions could have significant impact on the financial

statements Management currently views the determination of the allowance for loan losses to be the only critical accounting

policy

The allowance for loan losses represents managements estimate of probable credit losses inherent in the loan portfolio

Estimating the amount of the allowance for loan losses requires significant judgment and the use of estimates related to

the amount and timing of expected future cash flows on impaired loans estimated losses on non-impaired loans based on

historical loss experience and consideration of current economic trends and conditions all of which may be susceptible to

significant change The loan portfolio also represents the largest asset type on the consolidated balance sheet Loan losses

are charged off against the allowance while recoveries of amounts previously charged off are credited to the allowance

provision for loan losses is charged to operations based on managements periodic evaluation of the factors previously

mentioned as well as other pertinent factors

The allowance for loan losses consists of an allocated component and an unallocated component The components of the

allowance for loan losses represent an estimation made pursuant to either ASC 450-20/Contingencies Loss Contingencies

or ASC 310-10-35 Receivables Subsequent Measurement The allocated component of the allowance for loan losses reflects

expected losses resulting from analyses developed through specific credit allocations for individual loans and historical loss

experience for each loan category The specific credit allocations are based on regular analyses of all loans over fixed-dollar

amount where the internal credit rating is at or below predetermined classification These analyses involve high degree

ofjudgment in estimating the amount of loss associated with specific loans including estimating the amount and timing of

future cash flows and collateral values The historical loss element is determined using the average of actual losses incurred

over prior years
for each type of loan.The historical loss experience is adjusted for known changes in economic conditions and

credit quality trends such as changes in the amount of past due and nonperforming Ioans.The resulting loss allocation factors

are applied to the balance of each type of loan after removing the balance of impaired loans from each category
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There are many factors affecting the allowance for loan losses some are quantitative while others require qualitative

judgment Although management believes its process for determining the allowance adequately considers all the potential

factors that could potentially result in credit losses the process
includes subjective elements and may be susceptible to

significant change To the extent actual outcomes differ from management estimates additional provisions for loan losses

could be required that could adversely affect the Banks earnings or financial position in future periods

Additional information on the Banks loan portfolio and allowance for loan losses can be found in theLoan Portfolio section

on pages 33-38 of thisManagements Discussion and Analysis Note to the consolidated financial statements also includes

additional information on the Banks accounting policies related to the allowance for loan losses

Consohdated FinanciaJ information

Certain consolidated financial information for the Company and Bank as of and for the years ended December 31 2009 2008

and 2007 is presented below

2009 2008 2007

Total Assets Net Income Total Assets Net Income Total Assets Net Income

in thousands

Consolidated $484013 $3752 $460828 $2800 $447869 $2901

Bank $483916 $3919 $460726 $2983 $447852 $3155

Company 167 183 254

During 2009 2008 and 2007 the Company funded operational costs primarily through the income tax credit provided by the

Bank and proceeds from the exercise of stock options The Company incurred $253524 $269108 and $397594 in operational

costs for the years ended December 31 2009 2008 and 2007 respectively The Company recorded income tax benefits of

$86198 $86497 and $143050 for 2009 2008 and 2007 respectively In total the net losses for the Company were $167326

$182611 and $254544 for the years ended December 31 2009 2008 and 2007 respectively

The Company has line of credit issued in June 2009 with its correspondent bank First National Bankers Bank which provides

the Company the ability to draw principal sum of $1.0 million in periodic advances with maturity date of June 2010

Interest is calculated annually using rate of prime plus 0.75% 4.00% at December 31 2009 with floor of 4.00% The line of

credit is secured through the pledge of all issued and outstanding shares of the Banks capital stock The outstanding principal

balance at December 31 2009 was $0 The arrangement requires the Company and Bank to comply with financial covenants

related to capital levels the levels of non-performing assets and other financial matters At December 31 2009 the Company

and the Bank were in compliance with all of these covenants Future noncompliance with this covenant would not have

material impact on the Companys ability to meet future obligations

Results of Operations Comparison of 2009 and 2008

BaanCe Sheet

For the
year

ended December 31 2009 the Company and Bank consolidated experienced increases in both total assets

and net income Total assets increased $23.2 million or 5.0% to $484.0 million at December 31 2009 from $460.8 million at

December 31 2008 Average total assets were $476.5 million in 2009 and $452.4 million in 2008 an increase of $24.1 million

or 5.3% This increase in total assets is primarily the result of the increase in the Banks loans held for sale during 2009 Loans

held for sale by the Bank increased from $28.4 million at December 31 2008 to $58.1 million at December 31 2009 an increase

of $29.7 million or 104.6% All other loans remained flat with portfolio balance of $331.8 million at December 312009

compared to the balance of $332.0 million at December 31 2008 Commercial and industrial loans decreased $8.3 million or

26.6% from $31.2 million at December 31 2008 to $22.9 million at December 31 2009 Real estate mortgage loans increased

$8.0 million or 4.2% from $191.2 million at December 312008 to $199.2 million at December 312009 and real estate

construction loans increased $2.4 million or 2.3% from $105.0 million at December 312008 to $107.4 million at December 31

2009 Installment and consumer loans decreased $1.6 million or 17.6% from $9.1 million at December 31 2008 to $7.5 million

at December 31 2009 The decreases in installment and consumer loans and commercial and industrial loans are primarily the

result of weaker demand during the economic recession experienced over the past 18 months The increases in the real estate

mortgage and construction loan categories are the result of the Banks continuing efforts to increase these types of loans and

the overall stability of the Richmond McDuffie and Columbia County Georgia market areas
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The allowance for loan losses was $5072000 at December 31 2009 and $4284000 at December 31 2008 This represents an

increase of $788000 or 18.4% The increase in the allowance is based upon managements rating and assessment of the loan

portfolio and the credit risk inherent in the portfolio and reflects an increase in loan charge-offs during 2009 partially offset by

some growth in the Banks loan portfolio The Banks ratio of allowance for loan losses to gross loans was 1.28% at December

31 2009 and 1.17% at December 31 2008 Substantially all loans held for sale originated by the Bank consist of well-secured

single family residential mortgage loans which are originated with sales commitment and are sold in the secondary market

shortly after origination thus greatly reducing the Banks credit risk The Banks ratio of allowance for loan losses to gross

loans excluding loans held for sale was 1.5 1% at December 31 2009 compared to 1.27% at December 31 2008

The asset growth of the Bank during 2009 was funded through deposit account activity within the Banks existing market

areas as well as brokered deposit funding through short-term borrowings from correspondent banks and from lines of credit

established with the Federal Home Loan Bank Total deposit accounts at December 31 2009 were $405.2 million an increase

of $28.2 million or 7.5% from $377.0 million at December 31 2008 Brokered deposits totaled $62.5 million at December 31

2009 an increase of $2.1 million or 3.4% compared to $61.4 million at December 31 2008 CDARS deposits increased $1.0

million or 2.5% to $41.2 million at December 31 2009 from $40.2 million at December 31 2008 Total other borrowings by

the Bank were $32.3 million at December 31 2009 decrease of $8.8 million or 1.4% from the balance of $41.1 million at

December 31 2008 Borrowings were down in 2009 as result of the increase in deposit accounts

The Banks loan to deposit ratio was 97.5% at December 31 2009 and 96.7% at December 31 2008 Excluding mortgage loans

held for sale this ratio was 83.1% for 2009 and 89.2% for 2008

ncome

Interest income was $24.6 million for 2009 compared to $26.4 million for 2008 decrease of $1.8 million or 6.8% This

decrease was primarily the result of declining interest rates and weakened loan demand during the economic recession

experienced over the past 18 months Interest expense decreased $3.3 million or 25.4% from $13.0 million for 2008 to $9.7

million for 2009 This decrease in interest expense was primarily due to the lower cost of funds resulting from the falling

interest rate environment since 2008 and the decrease in borrowings resulting from the increase in total deposits In an effort

to obtain growth in deposit accounts to fund loan growth maintain steady borrowing levels and reduce the need for brokered

deposits the Bank focuses its marketing efforts in the local markets served by the Bank and performs strategic planning with

respect to obtaining out-of-market funds As result of these efforts both interest bearing and non-interest bearing deposits

increased in 2009 Interest bearing deposits increased $20.6 million or 6.0% from $342.9 million at December 31 2008 to

$363.5 million at December 31 2009 This increase in interest bearing deposits was primarily the result of increases in money
market and certificate of deposit accounts Non-interest bearing deposits increased $7.7 million or 22.6% from $34.1 million at

December 31 2008 to $41.8 million at December 31 2009 This increase in non-interest bearing deposits is primarily the result

of the Banks increased marketing efforts in 2009 related to its commercial customer base and commercial checking products

Net interest income was $14.9 million for 2009 compared to $1 3.3 million for 2008 an increase of $1.6 million or 12.0%

Non-interest income for 2009 was $14.2 million compared to $9.9 million for 2008 an increase of $4.3 million or 43.4% This

increase in 2009 is primarily due to the higher gain on sale of mortgage loans held for sale and the $1.7 million gain on sale of

183 lots and another parcel of land in the Willhaven Subdivision in Augusta Georgia that became other real estate owned by

the Bank during the fourth quarter of 2008 Gain on sale of mortgage loans increased from $7.2 million in 2008 to $9.7 million

in 2009 an increase of $2.5 million or 36.1% The mortgage origination volume sold in 2009 was $606.5 million compared to

$513.8 million in 2008 an increase of $92.7 million or 18.0%

Non-interest expense increased from $1 7.7 million in 2008 to $20.9 million in 2009 an increase of $3.2 million or 18.6% This

increase in 2009 is primarily the result of higher salaries commissions and incentives related to the mortgage origination

volume FDIC assessment costs and OREO expense

In total net income increased in 2009 by $1.0 million or 35.7% from $2.8 million in 2008 to $3.8 million in 2009 as result of

each of the above factors
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Results of Operations Comparison of 2008 and 2007

Baance Sheet

For the year ended December 31 2008 the Company and Bank consolidated experienced an increase in total assets and

slight decrease in net income Total assets increased 2.9% to $460.8 million at December 31 2008 from $447.9 million at

December 31 2007 Average total assets were $452.4 million in 2008 and $421.1 million in 2007 an increase of $31.3 million or

7.4% This increase in average assets is primarily the result of the Banks loan portfolio growth during 2008 Net loans held for

investment increased from $317.1 million at December 31 2007 to $332.0 million at December 31 2008 an increase of $14.9

million or 4.7% Commercial loans increased $1.6 million or 5.4% from $29.6 million at December 31 2007 to $31.2 million at

December 31 2008 Real estate mortgage loans decreased $1.5 million or 0.8% from $192.7 million at December 31 2007 to

$191.2 million at December 31 2008 and real estate construction loans increased $15.4 million or 17.2% from $89.6 million at

December 31 2007 to $105.0 million at December 31 2008 Installment and consumer loans decreased $1.4 million or 13.3%

from $1 0.5 million at December 31 2007 to $9.1 million at December 31 2008 The decreases in installment and consumer

loans and real estate mortgage loans are primarily the result of weaker demand in this segment of the loan portfolio The

increases in the commercial and construction loan categories are the result of the Banks continuing efforts to increase these

types of loans and the overall stability of the Richmond McDuffie and Columbia County Georgia market areas Loans held for

sale by the Bank decreased $11.1 million or 28.1% from $39.5 million at December 312007 to $28.4 million at December31

2008 primarily as result of the mortgage industry downturn during 2008

The allowance for loan losses was $4284000 at December 31 2008 and $5059000 at December 31 2007 This represents

decrease of $775000 or 15.3% The decrease in the allowance is based upon managements rating and assessment of the loan

portfolio and the credit risk inherent in the portfolio and reflects an increase in loan charge-offs during 2008 partially offset

by the continued growth in the Banks loan portfolio The Banks ratio of allowance for loan losses to gross loans was 1.17% at

December 31 2008 and 1.40% at December 31 2007 The Banks ratio of allowance for loan losses to gross loans excluding

loans held for sale was 1.27% at December 312008 compared to 1.57% at December 31 2007

The asset growth of the Bank during 2008 was funded through deposit account activity within the Banks existing market

areas as well as out-of-market funding through short-term borrowings from correspondent banks and from lines of credit

established with the Federal Home Loan Bank Total deposit accounts at December 31 2008 were $377.0 million decrease

of $3.0 million or 0.8% from $380.0 million at December 312007 Total other borrowings by the Bank were $41.1 million at

December 31 2008 an increase of $13.7 million or 50.0% from the balance of $27.4 million at December 31 2007 Borrowings

were up in 2008 as result of the decrease in deposit accounts

The Banks loan to deposit ratio was 96.7% at December 31 2008 and 95.2% at December 31 2007 Excluding mortgage loans

held for sale this ratio was 89.2% for 2008 and 84.8% for 2007

ncome Statement

Interest income was $26.4 million for 2008 compared to $29.0 million for 2007 This represents decrease of $2.6 million

or 9.0% This decrease was primarily the result of declining interest rates and the market deterioration experienced in 2008

Interest expense decreased $2.7 million or 17.2% from $1 5.7 million for 2007 to $13.0 million for 2008 This decrease in

interest expense was primarily due to decrease in interest-bearing deposits and the lower cost of funds resulting from the

falling interest rate environment in 2008 Despite the decrease in interest-bearing deposits non-interest bearing deposits

increased $3.8 million or 12.5% from $30.3 million in 2007 to $34.1 million in 2008 This increase in non-interest bearing

deposits is primarily the result of the Banks marketing efforts related to its ATM Anywhere Free Checking product Net

interest income for 2008 and 2007 was flat at $13.3 million

Non-interest income for 2008 and 2007 was also flat at $9.9 million

Non-interest expense decreased slightly from $17.8 million in 2007 to $17.7 million in 2008 decrease of $0.1 million or 0.6%

as management exercised control over costs as margins declined

In total net income decreased in 2008 by $100000 or 3.4% from $2.9 million in 2007 to $2.8 million in 2008 as result of each

of the above factors
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Distribution of Assets Liabiities and Sharehoders Equity
Interest Rates and Interest Differential

The following table presents the average balance sheet of the consolidated Company for the years ended December 31

2009 2008 and 2007 Also presented is the consolidated Companys actual interest income and expense from each asset

and liability the average yield of each interest-earning asset and the average cost of each interest-bearing liability This table

includes all major categories of interest-earning assets and interest-bearing liabilities
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CONSOLIDATED AVERAGE BALANCE SHEETS
in thousonds

Year Ended December 31

2009 2008 2007

Average Interest Average Average Interest Average Average Interest Average

Balance Income Yield/ Balance Income Yield/ Balance Income Yield/

Expense Rate Expense Rate Expense Rate

ASSETS

INTEREST-EARNING ASSETS

Loans net of unearned income 386961 22260 5.75% 360689 $23186 6.43% 336434 25998 7.73%

Investmentsecurities 52672 2337 4.44% 61375 3100 5.05% 57463 2760 4.80%

Fed funds sold cash in banks 4051 0.17% 3996 85 2.13% 4887 261 5.35%

Total interest-earning assets 443684 24604 5.55% 426060 26371 6.19% 398784 29019 7.28%

NON-INTEREST-EARNING ASSETS

Cash and due from banks 8686 6296 7530

Bank premises and fixed assets 9877 10260 10623

Accrued interest receivable 1748 1956 2031

Other assets 7506 12978 6746

Allowance for loan losses 5026 51 90 4640

Total assets $476475 452360 421074

LIABILITIES AND
SHAREHOLDERS EQUITY

INTEREST-BEARING DEPOSITS

NOWaccounts $35300 $211 0.60% $31674 $376 1.19% $28935 $478 1.65%

Savingsaccounts 52515 587 1.12% 67259 1408 2.09% 68691 2928 4.26%

Moneymarketaccounts 11945 139 1.16% 8773 167 1.90% 10982 307 2.79%

Timeaccounts 256146 7808 3.05% 231736 9999 4.31% 222664 11201 5.03%

Total interest-bearing deposits 355906 8745 2.46% 339442 11950 3.52% 331272 14914 4.50%

OTHER INTEREST-BEARING

LIABILITIES

Borrowedfunds 38614 977 2.53% 37390 1088 2.91% 15721 792 5.04%

Total interest-bearing liabilities 394520 9722 2.46% 376832 13038 3.46% 346993 5706 4.53%

NON-INTEREST-BEARING LIABILITIES

AND SHAREHOLDERS EQUITY

Demand deposits 36439 33501 34789

Other liabilities 3519 3971 4922

Shareholdersequity 41997 38056 34370

Total liabilities and

Shareholders equity $476475 $452360 $421074

Interest rate spread 3.08% 2.73% 2.75%

Net interest income $14882 $13333 $13313

Net interest margin 3.37% 3.15% 3.36%

Average interest-earning assets to

average total assets 93.12% 94.19% 94.71%

Average loans excl LHFS

to average deposits 86.73% 88.67% 82.24%
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Rate/Volume Analysis of Net Interest Income

The following table sets forth information regarding changes in net interest income attributable to changes in average

balances and changes in rates for the periods indicated The effect of change in average balance has been determined by

applying the average rate in the earlier period to the change in average balance in the later period as compared with the

earlier period The balance of the change in interest income or expense and net interest income has been attributed to

change in average rate Non-accruing loans have been included in the categoryNet loans and loans held for sale

comparison of Years Ended comparison of Years Ended

December 31 2009 December 31 2008 December 312008 December 312007

in thousands

Increase Decrease Due to

Volume Rate Total Volume Rate Total

Interest earned on

Tax-exempt securities 82 75 64 67

Taxablesecurities 558 280 838 113 160 273

Federal funds sold and cash in banks 80 78 47 129 176
Net loans and loans held for sale 1689 2615 926 1874 4686 2812

Total interest income $1215 2982 1767 $2004 4652 2648

Interest paid on

NOWdeposits 43 208 165 45 147 102
Moneymarketdeposits 60 88 28 62 78 140
Savings deposits 309 512 821 61 1459 1520
Timedeposits 1053 3244 2191 457 1659 1202
Borrowedfunds 36 147 111 1173 877 296

Total interest expense 883 4199 3316 $1552 4220 2668

Increase decrease in net

interest income 332 1217 1549 452 432 20

Deposits

The Bank offers wide range of commercial and consumer interest bearing and non-interest bearing deposit accounts

including checking accounts money market accounts negotiable order of withdrawal NOW accounts individual

retirement accounts certificates of deposit and regular savings accounts The sources of deposits are residents businesses

and employees of businesses within the Banks market area obtained through the personal solicitation of the Banks officers

and directors direct mail solicitation and advertisements published in the local media The Bank also utilizes the brokered

certificate of deposit market and the Promontory Interfinancial Network CDARS program for funding needs for loan

origination and liquidity These brokered and CDARS deposits are included in time deposits on the balance sheet The Bank

pays competitive interest rates on time and savings deposits In addition the Bank has implemented service charge fee

schedule competitive with other financial institutions in the Banks market area covering such matters as maintenance fees on

checking accounts per item processing fees on checking accounts returned check charges and similar items
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The following table details for the indicated periods the average amount of and average rate paid on each of the following

deposit categories dollar amounts in thousands

Year Ended Year Ended Year Ended

December31 2009 December 312008 December31 2007

Average Average Average Average Average Average

Amount Rate Amount Rate Amount Rate

Paid Paid Paid

Deposit Category

Non-interest bearing

demand deposits $36806 $34034 $35062

NOW and money

marketdeposits 47245 0.74% 40447 1.34% 39917 1.97%

Savingsdeposits 52515 1.12% 67259 2.09% 68691 4.26%

Time deposits 256146 3.05% 231736 4.31% 222664 5.03%

The maturities of certificates of deposit and individual retirement accounts of $100000 or more as of December 31 2009 and

2008 were as follows

2009 2008

in thousands

Threemonthsorless 41119 37231

Over three months through six months 21330 25122

Over six months through twelve months 63001 95180

Over twelve months 53673 13345

Total $179123 $170878

Borrowed Funds

The Banks borrowed funds consist of short-term borrowings and long-term debt including federal funds purchased retail

repurchase agreements and lines of credit with the Federal Home Loan Bank and the Federal Reserve The average balance

of borrowed funds was approximately $38.4 million for the year ended December 31 2009 compared to $36.8 million for the

year ended December 31 2008

The most significant borrowed funds categories for the Bank are the lines of credit from the Federal Home Loan Bank

consisting of the Loans Held for Sale program 1-4 family and commercial real estate loans line of credit 1-4 LOC and two

long-term convertible advances

At December 31 2009 and 2008 there was no outstanding balance on the LHFS line of credit The average balance

outstanding for the year 2009 on the LHFS line of credit was $1744000 with weighted average interest rate of 1.05% The

average balance outstanding for the year 2008 on the LHFS line of credit was $76000 with weighted average interest rate

of 3.20% The maximum amount outstanding on the LHFS line of credit at any month end during 2009 was $10756000

compared to $4000000 in 2008 The LHFS line of credit is secured by the mortgage loans held for sale originated with the

borrowed funds.The interest rate on the LHFS line of credit is equal to the Federal Home Loan Banks Daily Rate Credit Program

rate plus 50 basis points

At December 31 2009 the outstanding balance on the 1-4 LOC was $3600000 with an interest rate of 0.36% compared to an

outstanding balance of $6000000 with an interest rate of 0.46% at December 31 2008 The average balance outstanding on

the 1-4 LOC was $4626000 for 2009 with weighted average interest rate of 0.47% The average balance outstanding on the

1-4 LOC was $8298000 for 2008 with weighted average interest rate of 2.40% The maximum amount outstanding on the

1-4 LOC at any month end during 2009 was $8600000 compared to $24200000 in 2008 This 1-4 LOC is secured by the Banks

portfolio of 1-4 family first mortgage loans excluding those loans that are held for sale and commercial real estate loans The

interest rate on the 1-4 LOC is equal to the Federal Home Loan Banks Daily Rate Credit Program

During 2007 long-term convertible advance was established as an additional line of credit At December 31 2009 the

outstanding balance on this advance was $10.0 million with weighted average interest rate of 3.833% This advance matures

December 2012 and is callable until December 2010 An additional but similar long-term convertible advance was established

during 2008 At December 31 2009 the outstanding balance on this advance was $15.0 million with weighted average

interest rate of 3.33%.This advance matures May 2013 and is callable until May 2010
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Loan Portfolio

The Bank engages in full complement of lending activities including commercial consumer/installment and real estate

loans As of December31 2009 the Banks loan portfolio consisted of 59.1% real estate mortgage loans 31.9% real estate

construction loans 6.8% commercial loans and 2.2% consumer/installment loans

Commercial lending is directed principally towards businesses whose demands for funds fall within the Banks legal lending

limits and which are potential deposit customers of the Bank This category of loans includes loans made to individual

partnership or corporate borrowers for variety of business purposes These loans include short-term lines of credit short- to

medium-term plant and equipment loans loans for general working capital and letters of credit

The Banks consumer loans consist primarily of installment loans to individuals for personal family or household purposes

including automobile loans to individuals and pre-approved lines of credit

The Banks real estate mortgage loans include commercial mortgage lending and residential mortgage lending The Banks

commercial mortgage loans are generally secured by office buildings retail establishments and other types of property The

Banks residential mortgage loans are primarily single-family residential loans secured by the residential property

The Banks real estate construction loans consist of residential and commercial construction loans as well as land development

loans These loans are primarily construction and development loans to builders in the Augusta and Savannah Georgia areas

and the Jacksonville Florida area

While risk of loss in the Banks loan portfolio is primarily tied to the credit quality of the various borrowers risk of loss may

also increase due to factors beyond the Banks control such as local regional and/or national economic downturns General

conditions in the real estate market may also impact the relative risk in the Banks real estate portfolio

With respect to loans which exceed the Banks lending limits or established credit criteria the Bank may originate such loans

and sell them to another bank The Bank may also purchase loans originated by other banks Management of the Bank does

not believe that loan purchase participations will necessarily pose any greater risk of loss than loans which the Bank originates

The following table presents the categories of loans contained in the Banks loan portfolio as of the end of the five most recent

fiscal years and the total amount of all loans for such periods

December 31

2009 2008 2007 2006 2005

in thousands

Type of Loan

Commercial financial and agricultural $22906 $31173 $29582 $27692 $29945

Real estate construction 107429 105032 89580 73502 55737

Real estate mortgage 199190 191152 192668 169141 152497

Installment and consumer 7468 9092 10487 10609 10189

Subtotal $336993 $336449 $322317 $280944 $248368

Less

Unearned incomeanddeferred loanfees 144 156 116 61 57
Allowance for possible loan losses 5072 4284 5059 4386 3756

Total net of allowance $331777 $332009 $317142 $276497 $244555

In addition to the above the Bank also had $58.1 million and $28.4 million of single family residential mortgage loans held for

sale that were originated by the Banks Mortgage Division at December 31 2009 and 2008 respectively
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The table below presents an analysis of maturities of certain categories of loans as of December 31 2009

Due in Due in Due After

TypeofLoan YearorLess lto5Years 5Years Total

in thousands

Commercial financial and agricultural 14615 7545 746 22906

Real estate-construction 88870 18559 107429

Total $103485 26104 746 130335

The following is presentation of an analysis of sensitivities of certain loans those presented in the maturity table above to

changes in interest rates as of December 31 2009 in thousands

Loans due after year with predetermined interest rates 13772

Loans due after year with floating interest rates 13078

Total loans due after year 26850

The following table presents information regarding non-accrual and past due loans at the dates indicated

December 31

2009 2008 2007 2006 2005

Loans accounted for on non-accrual basis in thousands

Number 63 56 65 49 73

Amount $6190 $5061 $11558 2286 1708

Accruing loans which are contractually

past due 90 days or more as to principal

and interest payments

Number 10

Amount 18 71 297

During 2009 the Bank classified $4.2 million in loans as troubled debt restructurings as defined in ASC 310-40 There were no

loans classified astroubled debt restructuringsin 2008

Accrual of interest is discontinued when loan becomes 90 days past due as to principal and interest or when in

managements judgment the interest will not be collectible in the normal course of business Additional interest income of

approximately $287000 and $504000 in 2009 and 2008 respectively would have been recorded if all loans accounted for on

non-accrual basis had been current in accordance with their original terms No interest income has been recognized in 2009

and 2008 on loans that have been accounted for on non-accrual basis

At December 312009 there were no loans classified for regulatory purposes as doubtful substandard or special mention

that have not been disclosed above which represent or result from trends or uncertainties which management reasonably

expects will materially impact future operating results liquidity or capital resources or ii represent material credits about

which management is aware of any information which causes management to have serious doubts as to the ability of such

borrowers to comply with the loan repayment terms
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Summary of Loan Loss Experience

An analysis of the Banks loss experience is furnished in the following table for the periods indicated

Allowance for loan losses beginning of year

Charge offs

Construction land development and

other land loans

Commercial financial and agricultural

Installment and consumer

Real estate mortgage

Recoveries

Construction land development

and other land loans

Commercial financial and agricultural

Installment and consumer

Real estate mortgage

Net charge-offs recoveries

Provision charged to operations

Allowance for loan losses end of year

Ratio of net charge-offs recoveries during the period

to average
loans outstanding during the period

Aflowance for Loan Losses

Years Ended December31

2009 2008 2007

in thousands

2006 2005

In evaluating the Banks allowance for loan losses management takes into consideration concentrations within the loan

portfolio past loan loss experience growth of the portfolio current economic conditions and the appraised value of collateral

securing loans Although management believes the allowance for loan losses is adequate managements evaluation of losses

is continuing process which may necessitate adjustments to the allowance in future periods
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2009 2008 2007 2006 2005

in thousands

$4284 $5059 $4386 $3756 $3416

1382 1107

208 223 163 106 521

199 110 97 95 129

553 824 28 98 73

2342 2264 288 299 723

14 10 16 34

29 25 31

11

48 33 52 31 41

2294 2231 236 268 682

3082 1456 909 898 1022

$5072 $4284 $5059 $4386 $3756

.67% .67% .08% .10% .29%

In the normal course of business the Bank has recognized and will continue to recognize losses resulting from the inability of

certain borrowers to repay loans and the insufficient realizable value of collateral securing such loans

Accordingly management has established an allowance for loan losses which totaled approximately $5072000 at

December 31 2009 which is allocated according to the following table along with the percentage of loans in each category

to total loans dollar amounts in thousands

Portfolio Portfolio Portfolio Portfolio Portfolio

Allowance
as of

Allowance
as of

Allowance
as of

Allowance
as of

Allowance
as of

Amount
Loans

Amount
Loans

Amount
Loans

Amount
Loans

Amount
Loans

Commercial

financial and

agricultural

Real estate

construction

Real estate

Mortgage

Consumer and

installment 176 133 195 191 136

Unallocated 127 107 127 110 94

Total $5072 $4284 $5059 $4386 $3756

$259 6.8% $436 9.3% $562 9.2% $883 9.9% $543 12.1%

2364 31.9% 1838 31.2% 1928 27.8% 1442 26.2% 1312 22.4%

2146 59.1% 1770 56.8% 2247 59.8% 1760 60.2% 1671 61.4%

2.2% 2.7% 3.2% 4.1%3.7%



Real estate mortgage loans constituted approximately 59.1% of outstanding loans at December 31 2009 These loans include

both commercial and residential mortgage loans Management believes the risk of loss for commercial real estate loans is

generally higher than residential loans Management continuously monitors the performance of the commercial real estate

portfolio and collateral values Residential mortgages are generally secured by the underlying residence Management of the

Bank currently believes that these loans are adequately secured

Real estate construction loans represented approximately 31.9% of the Banks outstanding loans at December 312009 This category

of the loan portfolio consists of commercial and residential construction and development loans located in the Banks market areas in

Georgia and Florida Management of the Bank closely monitors the performance of these loans and periodically inspects properties and

development progress Management considers these factors in estimating and evaluating the allowance for loan losses

Commercial loans represented approximately 6.8% of outstanding loans at December 31 2009 Commercial loans are

generally considered by management as having greater risk than other categories of loans in the Banks loan portfolio

However the Bank generally originates commercial loans on secured basis and at December 31 2009 over 99% of the Banks

commercial loans were secured Management believes that the secured status of substantial portion of the commercial loan

portfolio greatly reduces the risk of loss inherently present in commercial loans

Consumer and installment loans represented approximately 2.2% of outstanding loans at December 31 2009 and are also well

secured At December 31 2009 the majority of the Banks consumer loans were secured by collateral primarily consisting of

automobiles boats and other personal property Management believes that these loans inherently possess less risk than other

categories of loans

Loans held for sale consist of single family residential mortgage loans originated by the Banks Mortgage Division These loans

are originated with an investor purchase commitment and are sold shortly after origination by the Bank

The Banks management and Board of Directors monitor the loan portfolio monthly to evaluate the adequacy of the allowance for

loan losses Ratings on classified loans are also reviewed and performance is evaluated in determining the allowance The provision

for loan losses charged to operations is based on this analysis In addition management and the Board consider such factors as

delinquent loans collateral values and economic conditions in their evaluation of the adequacy of the allowance for loan losses

Cash and Due from Banks

Cash on hand cash items in the process of collection and amounts due from correspondent banks and the Federal

Reserve Bank are included in Cash and Due from Banks As of December 31 2009 interest-bearing cash on deposit with

correspondent banks totaled $2.1 million and funds required to be on reserve with the Federal Reserve totaled $78000

compared to $1.3 million and $960000 respectively as of December 31 2008 Interest-bearing cash on deposit in the Federal

Reserve excess balance fund was $0 as of December 31 2009 and this fund was not used in 2008

nvestments

As of December 31 2009 investment securities comprised approximately 9.2% of the Banks assets The Bank invests primarily

in obligations of the United States or agencies of the United States mortgage-backed securities and obligations certain

obligations of states and municipalities corporate securities Federal Home Loan Bank stock and bank-owned life insurance

The Bank also enters into federal funds transactions with its principal correspondent banks The Bank may act as net seller or

net purchaser of such funds

The following table presents for the dates indicated the estimated fair market value of the Banks investment securities

available for sale The Bank has classified all of its investment securities as available for sale

December 31

2009 2008 2007

in thousands

Obligations of the U.S Treasury and other U.S government agencies $10652 $27330 32148

Mortgage-backed securities 23904 20190 19332

Obligations of States and political subdivisions 9783 9924 7243

Corporate obligations
122 150 183

Total investment securities 44461 57594 58906

Federal Home Loan Bank stock 2828 2201 1487

Total investment securities and FHLB stock 47289 59795 60393
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The following tables present the contractual maturities and weighted average yields of the Banks investment securities as

of December 31 2009

Maturities of Investment Securities

LESS ONE FIVE OVER
THANONE TOFIVE TOTEN TEN

YEAR YEARS YEARS YEARS

in thousands

Obligations of the U.S Treasury and other U.S government agencies 2018 $1508 $7126
Mortgage-backed securities 819 1345 21740
Obligations of States and political subdivisions 340 360 4300 4783
Corporate obligations 122

Federal Home Loan Bank stock 2828
Total $3168 $3197 $7275 $33649

Weighted Average Yields

LESS ONE FIVE OVER
THAN ONE TOFIVE TOTEN TEN

YEAR YEARS YEARS YEARS

Obligations of the U.S Treasury and other U.S government agencies 5.30% 4.95% 5.47%

Mortgage-backed securities 2.94% 5.18% 4.25%

Obligations of States and political subdivisions 3.91% 5.91% 5.67% 5.79%

Corporate obligations 5.53%

Federal Home Loan Bank stock

Total weighted average yield 3.91% 4.77% 5.42% 4.73%

The weighted average yields on tax-exempt obligations presented in the table above have been computed on tax-equivalent basis

With the exception of collateralized mortgage obligations the Bank did not have investments with single issuer exceeding
in the aggregate 10% of the Companys shareholders equity

In September 2007 an $8.0 million bank-owned life insurance policy BOLl was acquired in order to insure the key officers

of the Bank Per ASC 325-30/Investments in Insurance Contracts7this policy is classified as miscellaneous asset at its cash

surrender value net of surrender charges and/or early termination charges As of December 31 2009 the BOLl cash surrender

value was $8812000 resulting in other income for 2009 of $410000 and an annualized net yield of 4.78%

Return on Equity and Assets

The following table presents certain profitability return and capital ratios for the Company as of the end of the past three fiscal years

December 31

2009 2008 2007

Return on Average Assets 0.79% 0.62% 0.69%

Return on Average Equity 8.93% 7.36% 8.39%
Dividend Payout Ratio -- -- --

Equity to Assets Ratio 8.94% 8.48% 8.03%

Liquidity and nterest Rate Sensitivity

Deposit levels and the associated timing and quantity of funds flowing into and out of bank inherently involve degree of

uncertainty In order to ensure that it is capable of meeting depositorsdemands for funds the Bank must maintain adequate

liquidity Liquid assets consisting primarily of cash and deposits due from other banks federal funds sold and investment

securities maturing within one year provide the source of such funds Insufficient liquidity may force bank to engage in

emergency measures to secure necessary funding which could be costly and negatively affect earnings The Bank monitors

its liquidity on monthly basis and seeks to maintain it at an optimal level
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As of December 31 2009 the Banks liquidity ratio was 23.4% as compared to 20.4% at December 31 2008 In addition to the

liquid assets described above the Bank has reserve funding source in the form of federal funds lines of credit with First National

Bankers Bank and SunTrust Bank Management is not aware of any demands commitments or uncertainties which could

materially affect the Banks liquidity position However should an unforeseen demand for funds arise the Bank held readily

marketable investment securities at December 31 2009 with total market value of $47.3 million in its available-for-sale portfolio

and Federal Home Loan Bank stock which would provide an additional source of liquidity

Gap management is conservative asset/liability strategy designed to maximize earnings over complete interest rate cycle while

reducing or minimizing the Banks exposure to interest rate risk Various assets and liabilities are termed rate sensitive when the

interest rate can be replaced By definition the gap is the difference between rate sensitive assets and rate sensitive liabilities in

given time horizon At December 31 2009 the Bank was asset sensitive except in the 3-12 month time frame

The following is an analysis of rate sensitive assets and liabilities as of December 31 2009 in thousands

years
0-3 mos 3-12 mos 1-5 years or more Total

Taxable securities 31841 $34678

Tax-exempt securities 9083 9783

Federal funds sold and cash in banks 16230

Loans ________ ________ ________ 6141 394984

Total rate sensitive assets
_________ _________ _________ 47065 455675

Borrowed funds ________ ________ ________ ________ ________

Total rate sensitive liabilities
___________ ___________ ___________ ___________ ___________

Excess of rate sensitive assets less rate

sensitive liabilities

Cumulative ratio of rate sensitive assets

to liabilities

Cumulative gap

Capital Resources

The equity capital of the Bank totaled $43.1 million at December31 2009 an increase of $4.1 million or 10.5% from equity

capital of $39.0 million at December 312008 The increase in equity capital was attributable to the Banks net income of $3.9

million and an increase of $0.2 million in the Banks after-tax unrealized gain/loss on available-for-sale securities which under

ASC 320-10 Investments-Debt and EquitySecurities is recognized in the available-for-sale portion of the bond portfolio by

making adjustments to the equity capital account The equity capital of the Company totaled $43.3 million at December 31 2009

compared to $39.1 million at December 31 2008

Management believes that the capitalization of the Company and the Bank is adequate to sustain the growth experienced in

2009.The following table sets forth the applicable actual and required capital ratios for the Company and the Bank as of

December 31 2009

Bank December 31 2009 Minimum Regulatory Requirement

Total Risk-based Capital ratio 11.69% 8.0%

Tier Capital ratio 10.45% 4.0%

Leverage ratio 8.91% 4.0%

Company Consolidated

Total Risk-based Capital ratio 11.74% 8.0%

Tier Capital ratio 10.50% 4.0%

Leverage ratio 8.96% 4.0%

The above ratios indicate that the capital position of the Company and the Bank are sound and that the Company is well

positioned for future growth

NOW and money market deposits

Savings deposits

Time deposits

Total rate sensitive deposits

16230

176656

192886

55627

51424

55757

162808

2837

340 360

86122 126065

86462 129262

122428 77753

122428 77753

464

464

55627

51424

256402

363453

7297 7297

170105 122428 77753 464 370750

$22781 35966 51509 46601 84925

113% 95% 110% 123%

22781 31 85 38324 $84925
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There are no commitments of capital resources known to management which would have material impact on the Banks

capital position

Fair Value Measurement

On January 12008 the Company adopted ASC 820-10 Fair Value Measurements and Disclosures which defines fair value

establishes framework for measuring fair value in accordance with U.S GAAP and expands disclosures about fair value

measurements ASC 820-10 applies whenever other standards require or permit assets or liabilities to be measured at fair

value and therefore does not expand the use of fair value in any new circumstances Fair value is defined as the exchange

price that would be received to sell an asset or paid to transfer liability in the principal or most advantageous market for the

asset or liability in an orderly transaction between market participants on the measurement date ASC 820-10 clarifies that fair

value should be based on the assumptions market participants would use when pricing an asset or liability and establishes

fair value hierarchy that prioritizes the information used to develop those assumptions The fair value hierarchy gives the

highest priority to quoted prices in active markets and the lowest priority to unobservable data ASC 820-10 requires fair

value measurements to be separately disclosed by level within the fair value hierarchy Under ASC 820-10 the Company bases

fair values as defined above For assets and liabilities recorded at fair value it is the Companys policy to maximize the use of

observable inputs and minimize the use of unobservable inputs when developing fair value measurements in accordance

with the fair value hierarchy in ASC 820-10 This standard also requires fair value measurements to be separately disclosed by

level within the fair value hierarchy

Fair value measurements for assets and liabilities where there exists limited or no observable market data and therefore

measurements are based primarily upon estimates are often calculated based on the economic and competitive environment

the characteristics of the asset or liability and other factors Therefore the results cannot be determined with precision and

may not be realized in an actual sale or immediate settlement of the asset or liability Additionally there may be inherent

weaknesses in any calculation technique and changes in the underlying assumptions used including discount rates and

estimates of future cash flows could significantly affect the results of current or future values

The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to

determine fair value disclosures Securities available-for-sale are recorded at fair value on recurring basis Additionally

from time to time the Company may be required to record at fair value other assets on nonrecurring basis such as loans

held for sale loans held for investment and certain other assets These nonrecurring fair value adjustments typically involve

application of lower of cost or market accounting or write-downs of individual assets

The estimated fair values of the Banks financial instruments for those instruments for which the Banks management believes

estimated fair value does not by nature approximate the instruments carrying amount are as follows at December 31 2009

and December 31 2008 in millions

December31 2009 December31 2008

Carrying Fair Carrying Fair

Amount Value Amount Value

Loans and loans held for

salenetofallowance 395.0 435.5 360.4 392.3

Time deposits 256.4 259.7 240.3 245.1

Under ASC 820-10 the Company groups assets and liabilities at fair value in three levels based on the markets in which the

assets and liabilities are traded and the reliability of the assumptions used to determine fair value These levels are

Level Valuations for assets and liabilities traded in active exchange markets such as the New York Stock Exchange The

Company has no Level assets or liabilities at December 31 2009

Level Valuations are obtained from readily available pricing sources via independent providers for market transactions

involving similarassets or liabilities The Companys principal markets for these securities are the secondary institutional

markets and valuations are based on observable market data in those markets At December 31 2009 Level securities

include U.S Government agency obligations state and municipal bonds corporate debt securities mortgage-backed

securities and FHLB stock
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Level Valuations for assets and liabilities that are derived from other valuation methodologies including option pricing models

discounted cash flow models and similartechniques and are not based on market exchange dealer or broker traded transactions

Level valuations incorporate certain assumptions and projections in determining the fair value assigned to such assets or

liabilities The Company has no Level assets or liabilities at December 31 2009

Following is description of valuation methodologies used for assets and liabilities recorded at fair value

Investment Securities Available-for-Sale

Investment securities available-for-sale are recorded at fair value on recurring basis Fair value measurement is based upon

quoted prices if available If quoted prices are not available fair values are measured using independent pricing models or other

model-based valuation techniques such as present value of future cash flows adjusted for the securitiescredit rating prepayment

assumptions and other factors such as credit loss assumptions At December 31 2009 the Company classified $47.3 million of

investment securities available-for-sale subject to recurring fair value adjustments as Level

Loans Held for Sale

Loans held for sale are carried at the lower of cost or market value The fair value of loans held for sale is based on what secondary

markets are currently offering for portfolios with similarcharacteristics As such the Company classifies loans subjected to

nonrecurring fair value adjustments as Level There were no fair value adjustments related to the $58.1 million of loans held for

sale at December 31 2009

Loans

The Company does not record loans at fair value on recurring basis However from time to time loan is considered impaired

and an allowance for loan losses is established Loans for which it is probable that payment of interest and principal will not

be made in accordance with the contractual terms of the loan agreement are considered impaired Once an individual loan is

identified as impaired management measures the impairment in accordance with ASC 10-10-35 The fair value of impaired loans

is estimated using one of several methods including collateral value market value of similar debt enterprise value liquidation

value and discounted cash flows Those impaired loans not requiring an allowance represent loans for which the fair value of the

expected repayments or collateral exceeds the recorded investments in such loans At December 31 2009 substantially all of

the total impaired loans were evaluated based on the fair value of the collateral In accordance with ASC 820-10 impaired loans

where an allowance is established based on the fair value of collateral require classification in the fair value hierarchy When the

fair value of the collateral is based on an observable market price or current appraised value the Company records the impaired

loans as nonrecurring Level When an appraised value is not available or management determines the fair value of the collateral

is further impaired below the appraised value and there is no observable market price the Company records the impaired loan as

nonrecurring Level Impaired loans classified as Level totaled $18.9 million at December 31 2009 and had specific loan loss

allowances aggregating $1.0 million

Foreclosed Assets

Foreclosed assets are adjusted to fair value upon transfer of the loans to foreclosed assets Subsequently foreclosed assets are

carried at the lower of carrying value or fair value Fair value is based upon independent market prices appraised values of the

collateral or managements estimate of the value of the collateral When the fair value of the collateral is based on an observable

market price or current appraised value the Company records the foreclosed asset as nonrecurring Level When an appraised

value is not available or management determines the fair value of the collateral is further impaired below the appraised value and

there is no observable market price the Company records the foreclosed asset as nonrecurring Level There were no fair value

adjustments related to foreclosed real estate of $4.5 million at December 31 2009

Below is table that presents information about certain assets and liabilities measured at fair value on recurring basis in thousands

Fair Value Measurements at December 312009 Using

Total Carrying Assets/ Quoted Prices Significant Significant

Description
Amount in the Liabilities in Active Other Other

Consolidated Measured Markets for Observable Unobservable

Balance Sheet at Fair Value Identical Assets Inputs Inputs

12/31/2009 12/31/2009 Level Level Level

Available-for-sale securities

including FHLB Stock $47289 $47289 $47289
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Market Risk

Market risk is the risk arising from adverse changes in the fair value of financial instruments due to change in interest rates

exchange rates and equity prices Our primary market risk is interest rate risk

The primary objective of asset/liability management is to manage interest rate risk and achieve reasonable stability in net interest

income throughout interest rate cycles This is achieved by maintaining the proper balance of rate sensitive earning assets and

rate sensitive liabilities The relationship that compares rate sensitive earning assets to rate sensitive liabilities is the principal

factor in projecting the effect that fluctuating interest rates will have on future net interest income Rate sensitive earning

assets and interest-bearing liabilities are those that can be re-priced to current market rates within relatively short time period

Management monitors the rate sensitivity of earning assets and interest-bearing liabilities over the entire life of these instruments

in order to manage this risk

We have not experienced high level of volatility in net interest income primarily because of the relatively large base of core

deposits that do not re-price on contractual basis These deposit products include regular savings interest-bearing transaction

accounts and money market savings accounts Balances for these accounts are reported based on historical re-pricing However

the rates paid are typically not directly related to market interest rates since management has some discretion in adjusting these

rates as market rates change

Off-Balance Sheet Arrangements

In the ordinary course of business the Bank may enter into off-balance sheet financial instruments which are not reflected in

the financial statements These instruments include commitments to extend credit and standby letters of credit Such financial

instruments are recorded in the financial statements when funds are disbursed or the instruments become payable

Following is an analysis of significant off-balance sheet financial instruments at December 31 2009 and 2008

December 312009 December 312008

in thousands

Commitments to extend credit 59082 56426

Standby letters of credit 5712 5102

Total $64794 $61528

Contractual Obligations

We have various contractual obligations that we must fund as part of our normal operations The following table shows aggregate

information about our contractual obligations including interest and the periods in which payments are due The amounts and

time periods are measured from December 31 2009 based upon rates in effect at December 31 2009

Payments Due by Period

in thousands

Less than More than
Total lYear 1-3 years 3-5 years 5Years

Time Deposits $261958 $181869 $78673 $951 $465

Long-Term Debt 28447 957 11915 15575

Data Processing Obligations 1317 1129 188

Operating Lease Obligations 955 301 503 151

Service Contract Obligations 531 288 243

Total $293208 $184544 $91522 $16677 $465

22 2009 ANNUAL REPORT



GE2R9JNA

Financia Statements

For the Years Ended December31 2009 2008 and 2007

Report of Independent Registered Public Accounting Firm 24

Consolidated Statements of Financial Condition 25

Consolidated Statements of Income 26

Consolidated Statements of Comprehensive Income 27

Consolidated Statements of Shareholders Equity 28

Consolidated Statements of Cash Flows 29

Notes to Consolidated Financial Statements 30-54



ICHERRY
BEKAERT

QLLANJ
CEll ChILI PUBLIC

ACCOUN ANTS
INSIIIANIS

Report of Independent Registered Public Accounting Firm

The Board of Directors

Georgia-Carolina Bancshares Inc

Aug usta Georgia

We have audited the accompanying consolidated statements of financial condition of Georgia-Carolina Bancshares

Inc and subsidiary the Company as of December 31 2009 and 2008 and the related consolidated statements of

income comprehensive income shareholders equity and cash flows for each of the years in the three-year period

ended December 31 2009 These financial statements are the responsibility of the Companys management Our

responsibility is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audits to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing

the accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the

financial position of Georgia-Carolina Bancshares Inc and subsidiary as of December 312009 and 2008 and the

results of their operations and cash flows for each of the years in the three-year period ended December 31 2009 in

conformity with accounting principles generally accepted in the United States of America

CL7 SL%7A-t
Augusta Georgia

March 262010
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GERcINA
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31 2009 and 2008

in thousands except per share amountsj

ASSETS

2009 2008

Cash and due from banks 13055 9954

Federalfundssold 3175

Securities available-for-sale 44461 57594

Loans net of allowance for loan losses

of $5072 and $4284 respectively 331777 332009

Loans held for sale 58135 28402

Bank premises and fixed assets 9654 10081

Accrued interest receivable 1851 1934

Foreclosed real estate net of allowance 4466 7217

Deferred tax asset net 1018 996

Federal Home Loan Bank stock 2828 2201

Bank-owned life insurance 8812 8402

Other assets 4781 2038

Total assets 484013 460828

LIABILITIES AND SHAREHOLDERS EQUITY

Liabilities

Deposits

Non-interest bearing 41787 34121

Interest-bearing

NOW accounts 36395 37373

Savings 51424 55426

Money market accounts 19232 9772

Time deposits of $100000 or more 179123 170878

Other time deposits 77279 69439

Total deposits 405240 377009

Federal funds purchased 1148

Federal Home Loan Bank borrowings 3600 6000

Deposit agreements 3697 8611

Current portion of long-term debt 100

Long-term debt 25000 25400

Other liabilities 3203 3476

Total liabilities 440740 421744

Shareholders equity

Preferred stock par value $.001 1000000 shares

authorized none issued

Common stock par value $.001 9000000 shares

authorized 3499477 and 3456816 shares issued

and outstanding respectively

Additional paid-in capital 15567 15268

Retained earnings 27355 23604

Accumulated other comprehensive income 347 208

Total shareholders equity 43273 39084

Total liabilities and shareholders equity 484013 460828

See notes to consolidated financial statements
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GERcINA

CONSOLIDATED STATEMENTS OF INCOME
For The Years Ended December 31 2009 2008 and 2007

in thousands except per share amounts

2009 2008 2007

Interest income

Interestandfeesonloans 22260 23186 25998
Interest on taxable securities 1925 2763 2490
Interest on nontaxable securities 412 337 270

Interest on Federal funds sold and cash in banks 85 261

Total interest income 24604 26371 29019
Interest expense

Interest on time deposits of $100000 or more 5415 6414 6687
Interest on other deposits 3330 5536 8227
Interest on funds purchased and other borrowings 977 1088 792

Total interest expense 9722 13038 15706

Net interest income 14882 13333 13313

Provision for loan losses 3082 1456 909

Net interest income after

provision for loan losses 11800 11877 12404
Non-interest income

Service charges on deposits 1496 1338 1273
Gain on sale of mortgage loans 9735 7152 7762
Otherincome 2926 1430 897

Total non-interest income 14157 9920 9932
Non-interest expense

Salaries and employee benefits 12776 10958 11131

Occupancy expenses 1516 1546 1523

Other expenses 6610 5241 5162
Total non-interest expense 20902 17745 17816

Income before income taxes 5055 4052 4520

Incometaxexpense 1303 1252 1619
Net income 3752 2800 2901

Earnings per share

Basic 1.08 .82 .85

Diluted 1.07 .80 .83

See notes to consolidated financial statements
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GE ALINA

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For The Years Ended December 31 2009 2008 and 2007

in thousands

3752 2800 2901

139 496

3891 2793 3397

2009 2008 2007

Net income

Unrealized holding gain loss arising during the

period net of tax

Comprehensive Income

See notes to consolidated financial statements
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GERcINA

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY
For The Years Ended December 31 2009 2008 and 2007

in thousandsj

Common
Stock

Shares

Balance at January 2007

Net income

Change in unrealized gain loss

on securities available-for-sale

net of deferred taxes

Proceeds from exercise of

stock options

Stock-based compensation

expense

Issuance of stock for

compensation ________________________________________________________________________________
Balance at December 312007

Net income

Change in unrealized gain loss

on securities available-for-sale

net of deferred taxes

Proceeds from exercise of stock

options

Stock-based compensation

expense

Issuance of stock for

compensation ________________________________________________________________________________
Balance at December 31 2008

Net income

Change in unrealized gain loss

on securities available-for-sale

net of deferred taxes

Proceeds from exercise of

stock options

Stock-based compensation

expense

Issuance of stock for

compensation 21558
Balance at December 31 2009 3499477

See notes to consolidated financial statements

Common Additional Accumulated Total

Stock Paid-In Retained Other Shareholders
Par Value Capital Earnings Comprehensive Eauitv

Income Loss

3376522 14500 17903 281 32126

2901 2901

496 496

8500 33 33

226 226

13701 189 189

3398723 14948 20804 215 35971

2800 2800

43133 21 21

134 134

14960 165 165

3456816 15268 23604 208 39084

3752 3752

139 139

21103 52 52

80 80

167 166

15567 27355 347 43273
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GERcINA

CONSOLIDATED STATEMENTS OF CASH FLOWS
For The Years Ended December 31 2009 2008 and 2007

in thousands

2009 2008 2007

Cash flows from operating activities

Net income 3752 2800 2901

Adjustments to reconcile net income to net

cash provided by used in operating activities

Depreciation and amortization 677 723 752

Provision for loan losses 3082 1456 909

Gains on sales of foreclosed real estate 1764 13 33
Gains losses on sales of premises and equipment 32

lncreaseincashvalueofbank-ownedlifeinsurance 41 316 86
Stock-based compensation expense 80 134 226

Stockcompensation 166 165 189

Deferred income tax 245 323 234
Net originations proceeds and gain

on loans held for sale 29733 11145 17211

Increase decrease in accrued interest receivable 83 181 377

Increase decrease in accrued interest payable 721 1110 54

Net change in other assets and liabilities 2386 226 8384
Net cash provided by used in operating activities 27419 15713 13160

Cash flows from investing activities

Increase decrease in Federal funds sold 31 75 1182

Loan originations and collections net 9187 24983 42690
Purchases of available-for-sale securities 16183 27262 18876

Proceeds from maturities and calls of

available-for-sale securities 29533 28564 14017

Purchases of restricted securities 1995 4816 4248
Proceeds from sales of restricted securities 1368 4102 4892

Proceeds from sale of foreclosed real estate 10852 1939 1285

Net additions to premises and equipment 145 266 456

Net cash provided by used in operating activities 11068 22722 44894

Cash flows from financing activities

Increase decrease in deposits 28231 2957 38624

Increase decrease in FHLB borrowings 2400 14657 15485

Increase decrease in repurchase agreements

and other borrowings 6431 1502 4197

Proceeds from stock options exercised 52 21 33

Net cash provided by financing activities 19452 10219 27369

Net increase decrease in cash and due from banks 3101 3210 4365

Cash and due from banks at beginning of the year 9954 6744 11109

Cash and due from banks at end of the year 13055 9954 6744

See notes to consolidated financial statements
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GERINA
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31 2009 and 2008

Note Summary of significant accounting poicies

Nature of business

Georgia-Carolina Bancshares Inc the Company is one-bank holding company Substantially all of its business is

conducted by its wholly-owned subsidiary First Bank of Georgia theBank The Bank is engaged in community banking

activities through its locations in Thomson and Augusta Georgia and the surrounding area Most of the Banks loans and loan

commitments have been made to customers in the Columbia Richmond and McDuffe County Georgia areas Many of the

Banks loan customers are also depositors of the Bank.The Bank has established mortgage division that operates as First Bank

Mortgage This division currently has locations in the Augusta and Savannah Georgia areas and in Jacksonville Florida The

division originates residential real estate mortgage loans and provides financing to residential construction and development

companies Substantially all residential mortgage loans originated by the division are sold in the secondary market The Bank is

also the parent company of Willhaven Holdings LLC which holds certain other real estate of the Bank

The Bank is subject to the regulations of Federal and state banking agencies and is periodically examined by them

Significant accounting policies

Basis of presentationThe consolidated financial statements include the accounts of the Company and the Bank significant

inter-company transactions and accounts are eliminated in consolidation.The accounting and reporting policies of the Bank

conform to accounting principles generally accepted in the United States of America and general practices within the banking

industry

Estimates The preparation of financial statements in conformity with accounting principles generally accepted in the United

States of America requires management to make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements as well as the reported

amounts of revenues and expenses during the reporting period Actual results could differ from those estimates

Significant concentrations of credit risk substantial portion of the Banks loan portfolio is with customers in the Thomson

and Augusta Georgia market areas The ultimate collectibility of substantial portion of the portfolio is therefore susceptible

to changes in the economic and market conditions in and around these areas

Significant concentrations of deposit risk In October and November 2008 the Federal Deposit Insurance Corporation FDIC

temporarily increased coverage to $250000 for substantially all depository accounts and temporarily provides unlimited

coverage for certain qualifying and participating non-interest bearing transaction accounts The increased coverage was

extended until December 31 2013 by Congress in May 2009 During the year the Company from time to time may have had

amounts on deposit in excess of the insured limits

Cash and due from banks For purposes of reporting cash flows cash and due from banks includes cash on hand and amounts

due from banks including cash items in the
process of clearing The Bank maintains due from accounts with banks primarily

located in Georgia and Alabama Balances generally exceed insured amounts

Investment securities The Banks investments in securities are classified and accounted for as follows

Securities available-for-sale Securities classified as available-for-sale are identified when acquired as being available-for-sale to

meet liquidity needs or other purposes They are carried at fair value with unrealized gains and losses net of taxes reported in

other comprehensive income
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GEQRcINA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note Summary of significant accounting poUcies continued

Restricted equity securities without readily determinable fair value are recorded at cost

The Bank has not classified any securities as held-to-maturity or trading

Realized gains and losses on the sale of securities are determined using the specific-identification method on trade date

basis Dividends and interest income are recognized when earned decline in fair value of individual available-for-sale or

held-to-maturity securities below cost that is deemed other than temporary results in write-downs of individual securities to

their fair value

The amortization or premiums and accretion of discounts are recognized in interest income using methods approximating the

interest method over the life of the securities

Declines in the fair value of securities below their cost that are deemed to be other than temporary are reflected in earnings

as realized losses In estimating other-than-temporary impairment losses management considers the length of time and

the extent to which the fair value has been less than cost the financial condition and near-term prospects of the issuer and

the intent and ability of the company to retain its investment in the issuer for period of time sufficient to allow for any

anticipated recovery in fair value

Loans and interest income Loans are stated at principal amounts outstanding less unearned income and the allowance for

loan losses Interest income on loans is credited to income based on the principal amount outstanding at the respective rate

of interest except for unearned interest on discounted loans that is recognized as income over the term of the loan using

method that approximates level yield

Loans originated and intended for sale in the secondary market are stated at the lower of cost or estimated fair value in the

aggregate Net unrealized losses if any are recognized through valuation allowance by charges to income As the mortgage

loans originated are individually pre-approved by the secondary market investors the Bank is subject to minimal interest rate

and credit risk on these loans as the Bank only holds the loans in the portfolio temporarily until funding from the investor is

completed

Loan commitments whose underlying mortgage loans at origination will be held for sale upon funding of the loan are

derivative instruments as defined by ASC 815-10/Derivatives and Hedging Loan commitments are recognized on the

consolidated balance sheet in other assets and other liabilities at fair value with changes in their fair values recognized in

current period earnings At the inception of loan commitment the Bank generally will simultaneously enter into best

efforts forward loan sale commitment to protect the Bank from losses on sales of the loans underlying the loan commitment

by securing the ultimate sale price and delivery date of the loan

Accrual of interest income is discontinued when loan becomes 90 days past due as to principal and interest or when in

managements judgment the interest will not be collectible in the normal course of business Accrual of interest on such

loans is resumed when in managements judgment the collection of interest and principal becomes probable When loan

is placed on non-accrual status all interest previously accrued but not collected is reversed against current interest income

Interest income is subsequently recognized only to the extent cash payments are received
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GERcINA
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continuedj

December 31 2009 and 2008

Note Summary of significant accounting poUcies continued

The accrual of interest on impaired loans is discontinued when in managements judgment the borrower may be unable

to meet payments as due Management applies this criterion to all loans identified for evaluation except for smaller-balance

homogeneous residential mortgage and consumer installment loans that are collectively evaluated for impairment

Impairment on loans is measured using either the discounted expected cash flow method or value of collateral method

loan is impaired when based on current information and events it is probable that the Bank will be unable to collect all

amounts due according to the contractual terms of the loan agreement Impairments on loans are charged to the allowance

for loan losses Management of the Bank evaluates the borrowers ability to pay the value of any collateral and other factors

in determining when loan is impaired Management does not consider loan to be impaired during period of delay in

payment if it is expected that the Bank will collect all amounts due including interest accrued at the contractual interest rate

for the period of the delay

Interest payments on impaired loans are applied to the remaining principal balance until the balance is fully recovered Once

principal is recovered cash payments received are recorded as recoveries to the extent of any principal previously charged-off

and then as interest income

Loan origination fees net of certain direct origination costs are deferred and recognized as an adjustment of the related loan

yield over the life of the loan Loan origination fees and direct loan origination costs on loans held for sale are deferred and

recognized at the time the loan is sold

Allowance for loan losses The allowance for loan losses is established through provision for loan losses charged to

expense Loans including impaired loans are charged against the allowance for loan losses when management believes that

collectibility of the principal is unlikely The allowance is an amount that management believes will be adequate to absorb

estimated losses on existing loans that may become uncollectible based on evaluation of the collectibility of certain specific

loans and prior loss experience This evaluation also takes into consideration such factors as changes in the nature and volume

of the loan portfolio overall portfolio quality review of specific problem loans and current economic conditions that may
affect the borrowers ability to pay While management uses the best information available to make its evaluation future

adjustments to the allowance may be necessary if there are significant changes in economic conditions

Foreclosed real estate Foreclosed real estate represents properties acquired through foreclosure or other proceedings The

property is held for sale and is recorded at the lower of the recorded amount of the loan or fair value of the property less

estimated costs of disposal Any write-down to fair value at the time of foreclosure is charged to the allowance for loan losses

Property is evaluated regularly to ensure the carrying amount is supported by its current fair value Foreclosed real estate is

reported net of allowance for losses in the consolidated financial statements

Bank premises and equipment Premises and equipment are stated at cost less accumulated depreciation and computed by

straight-line and declining balance methods over the estimated useful lives of the assets which range from three to thirty-nine

years

Financial instruments In the ordinary course of business the Company has entered into off balance sheet financial

instruments consisting of commitments to extend credit commercial letters of credit and standby letters of credit Such

financial instruments are recorded in the financial statements when they become payable
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note Summaryof significant accounting pohcies continued

Bank-owned life insurance BOLl In order to insure the lives of its key officers the Bank has acquired bank-owned life

insurance policy BOLl is recorded at its cash surrender value net of surrender charges and/or early termination charges in

accordance with ASC 325-30 Investments in Insurance Contracts The change in cash value is recorded as other income/

expense

Income taxes Provisions for income taxes are based on amounts reported in the statements of income after exclusion of

nontaxable income such as interest on state and municipal securities and include deferred taxes on temporary differences in

the recognition of income and expense for tax and financial statement purposes Deferred taxes are computed on the liability

method Deferred tax assets are reduced by valuation allowance when in the opinion of management it is more likely than

not that some portion or all of the deferred tax assets will not be realized In accordance with ASC 740-10 Income Taxes it

is the Companys policy to recognize interest and penalties associated with uncertain tax positions as components of income

taxes and to disclose the recognized interest and penalties if material

Earnings per share Earnings per share are calculated on the basis of the weighted average number of shares outstanding

in accordance with ASC 260-10Earnings Per ShareThis Statement establishes standards for computing and presenting

earnings per share and applies to entities with publicly held common stock or potential future issuances of common stock The

Companys outstanding stock options are the primary component of the Companys diluted earnings per share

Fair value of financial instruments The following methods and assumptions are used by the Bank in estimating fair values of

financial instruments In cases where quoted market prices of financial instruments are not available fair values are based on

estimates using present value or other valuation techniques Those techniques are significantly affected by the assumptions

used including the discount rate and estimates of future cash flows

In that regard the derived fair value estimates cannot be substantiated by comparison to independent markets and in

many cases could not be realized in immediate settlement of the instrument Accordingly the aggregate fair value amounts

presented are not intended to and do not represent the underlying value of the Bank

Cash and due from banks Federal funds sold and interest-bearing deposits in banks Due to the short-term nature of these

instruments their estimated fair values approximate their carrying amounts

Available-for-sale securities Estimated fair values are based on quoted market prices when available Where quoted market

prices are not available quoted market prices of comparable instruments or discounted cash flow methods are used to

estimate fair value

Loans Fair values for loans are estimated by discounted cash flows using interest rates currently being offered by the Bank

for loans with similar terms and similar credit quality For loan commitments the Bank utilizes prevailing interest rates being

offered on similar loans to estimate the fair value of the commitment

Deposit liabilities other borrowings and retail agreements Due to the short-term nature of demand and savings accounts and

retail agreements the estimated fair value of these instruments approximates their carrying amounts In addition due to

the short-term nature of borrowings from other institutions the estimated fair value of these instruments approximates their

carrying amounts Fair values for certificates of deposit are estimated by discounted cash flows using interest rates currently

being offered by the Bank on certificates of deposits
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

continued

December 31 2009 and 2008

Note Summary of significant accounting policies continued

Commitments to extend credit and standby letters of credit are not recorded until such commitments are funded The

value of these commitments is equal to the fees charged to enter into such agreements The Bank has determined that such

instruments do not have material distinguishable fair value and no fair value has been assigned to these instruments

Comprehensive income Accounting principles generally require that recognized revenue expenses gains and losses be

included in net income although certain changes in assets and liabilities such as unrealized gains and losses on available-for-

sale securities are reported as separate component of the equity section of the statement of financial condition Such items

along with net income are components of comprehensive income

Stock-based compensation The Company uses the fair value recognition provisions of ASC 718-10 Compensation-Stock

Compensationto account for compensation costs under its stock option plans In adopting ASC 718-10 the Company elected

to use the modified prospective method to account for the transition from the previously utilized intrinsic value method to the

fair value recognition method Under the modified prospective method compensation cost is recognized from the adoption

date forward for all new stock options granted and for any outstanding unvested awards as if the fair value method had been

applied to those awards as of the date of grant See Note 10 for additional information regarding the Companys stock-based

compensation plans

Recently issued accounting standards

In August 2009 the FASB issued Accounting Standards Update ASU 2009-05 Measuring Liabilities at Fair Value which

updates ASC 820-10 Fair Value Measurements and Disclosures ASU 2009-05 clarifies that the fair value of liability can be

measured relative to the quoted price of the liability when it trades as an asset in an active market without adjusting the price

for restrictions that prevent the sale of the liability ASU 2009-05 is effective beginning October 12009 The adoption of ASU

2009-05 did not have material impact on the Companys financial condition results of operations or liquidity

In June 2009 the FASB issued an update to Accounting Standard Codification 105-10 GenerallyAcceptedAccounting

Principles This update established the FASB Accounting Standard Codification Codification as the source of authoritative U.S

GAAP recognized by the FASB for nongovernmental entities The Codification replaces SFAS 162 The Hierarchy of Generally

AcceptedAccounting Principles previously issued by the FASB in May 2008 and adopted by the Company in 2008 as required

In the establishment of the Codification SEAS 162 was grandfathered into ASC 105-10-70-1 The Codification is effective

for interim and annual periods ending after September 15 2009 and is reorganization of existing U.S GAAP and does not

change existing U.S GAAP The Company adopted the Codification during the third quarter of 2009 as required The adoption

of the Codification did not have material impact on the Companys financial condition results of operations or liquidity

In April 2009 the FASB updated ASC 820-10 Fair Value Measurements and Disclosuresto provide additional guidance for

estimating fair value when the volume and level of activity for the asset or liability have decreased significantly and identifying

circumstances that indicate transaction is not orderly The provisions of this update to ASC 820-10 were effective for the

Companys interim period ending on June 30 2009 The Company adopted this update during the second quarter of 2009

as required The adoption of this update to ASC 820-10 did not have material impact on the Companys financial condition

results of operations or liquidity
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note Summaryof significant accounting pohcies continued

In April 2009 the FASB updated ASC 320-10 Investments-Debt and EquitySecurities This update amends current other-than-

temporary impairment guidance for debt securities to make the guidance more operational and to improve the presentation

and disclosure of other-than-temporary impairments on debt and equity securities in the financial statements This update

does not amend existing recognition and measurement guidance related to other-than-temporary impairments of equity

securities The provisions of this update to ASC 320-10 were effective for the Companys interim period ending on June 30

2009 The Company adopted this update during the second quarter of 2009 as required The adoption of this update to ASC

320-10 did not have material impact on the Companys financial condition results of operations or liquidity

In April 2009 the FASB updated ASC 825-1 Financial lnstrumentsto require disclosures about fair value of financial

instruments in interim reporting periods of publicly traded companies that were previously only required to be disclosed in

annual financial statements This update to ASC 825-10 was effective for the Companys interim period ending on June 30

2009 and amended only the disclosure requirements about fair value of financial instruments in interim periods The Company

adopted this update during the second quarter of 2009 as required The adoption of this update to ASC 825-10 did not have

material impact on the Companys financial condition results of operations or liquidity

In October 2008 the FASB updated ASC 820-10 Fair Value Measurements and Disclosures to clarify the application of this

standard in an inactive market and which provides an example to illustrate key considerations in determining the fair value of

financial asset when the market for that financial asset is not active This update to ASC 820-10 was effective upon issuance

including prior periods for which financial statements had not been issued Revisions resulting from change in the valuation

technique or its application shall be accounted for as change in accounting estimate ASC 250-10 Accounting Changes and

ErrorCorrections The disclosure provisions of ASC 250-10 for change in accounting estimate are not required for revisions

resulting from change in valuation technique or its application The Company adopted this update to ASC 820-10 on October

2008 as required The adoption of this update to ASC 820-40 did not have material impact on the Companys financial

condition results of operations or liquidity

In September 2008 the FASB updated ASC 815-10 Derivatives and Hedging which amends and enhances disclosure

requirements for sellers of credit derivatives This update to ASC 815-10 became effective for interim and annual reporting

periods ending after November 152008 The Company adopted this update as of December 31 2008 as required The

adoption of this update to ASC 815-10 did not have material impact on the Companys financial condition results of

operations or liquidity

In March 2008 the FASB issued ASC 815-10 Derivatives and Hedgingwhich requires entities that utilize derivative instruments

to provide qualitative disclosures about their objectives and strategies for using such instruments as well as any details of

credit-risk-related contingent features contained within derivatives ASC 815-10 also requires entities to disclose additional

information about the amounts and location of derivatives located within the financial statements how the provisions of

ASC 815-10 have been applied and the impact that hedges have on an entitys financial position financial performance and

cash flows ASC 815-10 became effective for fiscal years and interim periods beginning after November 15 2008 with early

application encouraged The Company adopted this statement on January 2009 as required The adoption of ASC 815-10

did not have material impact on the Companys financial condition results of operations or liquidity
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December 31 2009 and 2008

Note Summary of significant accounting pohcies continued

In February 2008 the FASB issued AS 860-10 Transfers and Servicing which addresses the issue of whether or not the

transfers of financial assets and repurchase financing transactions should be viewed as two separate transactions or as one

linked transaction ASC 860-10 includes rebuttable presumption that presumes linkage of the two transactions unless

the presumption can be overcome by meeting certain criteria ASC 860-10 became effective for fiscal years beginning after

November 15 2008 and applied only to original transfers made after that date early adoption was not allowed The company

adopted this statement on January 12009 as required The adoption of this statement did not have material impact on the

Companys financial condition results of operations or liquidity

Other accounting standards that have been issued or proposed by the FASB or other standards- setting bodies but not

specifically addressed in this report are not expected to have material impact on the Companys financial condition results

of operations or liquidity

Note Cash and due from banks

Cash on hand cash items in the process of collection and amounts due from correspondent banks and the Federal Reserve

Bank are included in Cash and due from banks As of December 31 2009 interest-bearing cash on deposit with correspondent

banks totaled $2.1 million and funds required to be on reserve with the Federal Reserve totaled $78000 compared to $1.3

million and $960000 respectively as of December31 2008 Interest-bearing cash on deposit in the Federal Reserve excess

balance fund was $0 as of December 31 2009 and this fund was not used in 2008
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December 31 2009 and 2008

Note investment securities

The amortized cost and fair value amounts of securities owned as of December 31 2009 and 2008 are shown below

2009

Gross Gross
Amortized Unrealized Unrealized

Fair

Cost Gains Losses
Value

in thousands

Available-for-sale securities

U.S.Governmentandagency 10501 151 10652

Mortgage-backed 23446 680 222 23904

Corporate obligations 195 73 122

State and municipal 9776 134 127 9783

Total 43918 965 422 44461

2008

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

in thousands

Available-for-sale securities

U.S Government and agency 26690 640 27330

Mortgage-backed 19899 423 132 20190

Corporate obligations
194 44 150

State and municipal 10482 30 588 9924

Total 57265 1093 764 57594

The amortized cost and fair value of securities as of December 31 2009 by contractual maturity are as follows Actual maturities

may differ from contractual maturities in mortgage-backed securities as the mortgages underlying the securities may be called or

prepaid without penalty therefore these securities are not included in the maturity categories in the following maturity summary

Securities

Available for Sale

Amortized Fair

Cost Value

in thousands

Lessthanoneyear 335 340

One to five
years

2345 2378

Five to ten years 6032 5930

Over ten years
11760 11909

Mortgage-backed securities 23446 23904

Total 43918 44461
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December 31 2009 and 2008

Note Investment securities continued

Securities with carrying amount of approximately $43.3 million at December 31 2009 and $41.5 million at December 31 2008

were pledged to secure public deposits and for other purposes

There were no material
gross realized gains or gross realized losses on sales of securities during 20092008 or 2007

Information pertaining to securities with gross unrealized losses at December 31 2009 and December 31 2008 aggregated by

investment category and length of time that individual securities have been in continuous loss position follows

Securities available-for-sale

agency

State and municipal

Corporate obligations

Mortgage-backed

Total

170 7019

171 7216

Securities available-for-sale

agency

State and municipal

Corporate obligations

Mortgage-backed

Total

2008

Less Than Twelve Months Over Twelve Months

Gross
Fair

Gross
Fair

Unrealized
Value

Unrealized
Value

Losses Losses

$in thousands

6440 188
44

________________ ________________

_________ _________
233

_________

Management evaluates securities for other-than-temporary impairment on periodic basis and more frequently when economic

or market conditions warrant such evaluation Consideration is given to the length of time and the extent to which the fair value

has been less than cost the financial condition and near-term prospects of the issuers and the intent and ability of the Bank

to retain its investment in the issuer for period of time sufficient to allow for any anticipated recovery in fair value

At December31 2009 the gross unrealized losses are primarily the result of changes in market interest rates and not related to the

credit quality of the underlying issuer All of the securities are mortgage-backed securities municipal and state securities and corporate

securities As the Bank has the abilityto hold the securities for the foreseeable future no declines are deemed to be other than temporary

Included in Other assets isan investment of approximately $604000 net of amortization in real estate rehabilitation project

located in Georgia that will provide the Bank with state tax credits for approximately the next years

2009

Less Than Twelve Months Over Twelve Months

Gross
Fair

Gross
Fair

Unrealized
Value

Unrealized
Value

Losses Losses

in thousands

197 126
73
52

251

1426

122

763

2311

400

131 4224

531 10664

742

150

728

1620
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December 31 2009 and 2008

Note Loans

The composition of loans for the years ended December 31 2009 and 2008 is summarized as follows

2009 2008

Sin thousands

Commercial and industrial 22906 31173

Real estate construction 107429 105032

Real estate residential 66050 65958

Real estate commercial 133140 125194

Consumer 7468 9092

336993 336449

Deferred loan fees 144 156

336849 336293

Allowance for loan losses 5072 4284

Loans net 331777 332009

Changes in the allowance for loan losses are as follows

2009 2008 2007

Sin thousands

Balanceatbeginningoftheyear 4284 5059 4386

Provision charged to operations 3082 1456 909

Recoveries 48 33 52

Loans charged off 2342 2264 288

Balanceatendoftheyear 5072 4284 5059

Loans classified as non-accrual for which the accrual of interest had been discontinued or reduced amounted to approximately

$6190000 and $5061000 at December 31 2009 and 2008 respectively The allowance for loan losses specifically reserved for

these non-accrual loans totaled approximately $266000 and $388000 at December 312009 and 2008 respectively There

was approximately $4984000 and $2697000 in non-accrual loans that did not require specific reserve in the allowance as

of December 31 2009 and 2008 respectively Interest income on non-accrual loans which would have been reported if on an

accrual basis amounted to approximately $287000 $504000 and $239000 at December 3120092008 and 2007 respectively

At December 31 2009 impaired loans totaled approximately $18894000 as compared to $19539000 identified as such

at December 31 2008 The allowance for loan losses specifically reserved for these impaired loans totaled approximately

$1047000 and $831000 as of December 31 2009 and December 31 2008 respectively There were approximately $13444000

and $13520000 in impaired loans that did not require specific reserve in the allowance for loan losses as of December 31

2009 and December 31 2008 respectively The average recorded investment in impaired loans was approximately $20352000

and $20603000 at December 31 2009 and December 31 2008 respectively Interest income on an accrual basis recognized

on loans while they were impaired totaled approximately $879000 $961000 and $1008000 as of December 31 2009 2008

and 2007 respectively Interest income on cash basis recognized on loans while they were impaired totaled approximately

$898000 $923000 and $882000 as of December 2009 2008 and 2007 respectively The Banks commitment to lend additional

funds on impaired loans totaled $546000 at December 31 2009

At December 31 2009 executive officers and directors and companies in which they have beneficial ownership were

indebted to the Bank in the aggregate amount of approximately $13820000 The interest rates on these loans were

substantially the same as rates prevailing at the time of the transactions and repayment terms are customary for the type of

loan involved Following is summary of transactions for the
years

ended December 31 2009 and 2008
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Note Loans continued

December 31 2009 and 2008

14086

8136

8402

13820

summary of foreclosed real estate for the years ended December 31 2009 and 2008 is as follows

2009

4061

10921

896

14086

2008

in thousands

Carrying amount of property

Less valuation allowance

Balance at end of the
year

There was no provision charged to income for each of the years presented

Note Bank premises and equipment

4466 7217

4466 7217

Bank premises and equipment consist of the following for the years ended December 31 2009 and 2008

2009 2008

in thousands

Land and improvements

Building and improvements

Equipment furniture and fixtures

Less accumulated depreciation

Premises and equipment net

3844

6331

4682

14857

5203

9654

3844

6321

4583

14748

4667
10081

Depreciation expense for the years ended December 31 20092008 and 2007 was approximately $572000 $618000 and

$647000 respectively

Note Deposits

At December 31 2009 and 2008 the scheduled maturities of time deposit liabilities were as follows

2009 2008

Sin thousands

178185 215172

76829 24245

1388 900

256402 240317

Balance at beginning of the
year

Advances

Repayments

Balance at end of the year

Note Foreclosed real estate

2009 2008

Sin thousands

One year or less

Over one year through three years

Over three years

Balance at end of the
year
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December 31 2009 and 2008

Note Deposits continued

To manage the Banks funding capabilities
the Bank may also enter into retail deposit agreements with customers and

may obtain short-term funding from other institutions Retail deposit agreements with customers are generally secured by

investment securities owned by the Bank and are established at prevailing market rates Short-term funding from other

institutions is generally overnight or 30-day funding at current market rates.Total deposit agreements were approximately

$3.7 million and $8.6 million at December 31 2009 and 2008 respectively

Note Federa Home Loan Bank advances

As of December 31 2009 and 2008 the Bank had credit availability or potential borrowing capacity of 25% of total assets

subject to the Banks financial condition and collateral balances with the FHLB One of the advance products utilized in 2009

was theLoans Held for Sale LHFS program.The line is collateralized by the Banks mortgage loans held for sale Advances

under this line are due 90 days from the date of the advance As of December 31 2009 and 2008 the Bank did not have

balance outstanding under the LHFS program The Bank also maintains line of credit with the FHLB which is secured by 1-4

family and commercial real estate loans held in the Banks loan portfolio As of December 31 2009 and 2008 the 1-4 family

line of credit balances were $3.6 million and $6.0 million respectively The weighted average interest rate on the outstanding

balance for this line was 0.63% and 2.7 1% as of December 31 2009 and 2008 respectively In 2007 long-term convertible

advance was established At December 31 2009 the outstanding balance on this advance was $10.0 million with weighted

average interest rate of 3.83% This advance matures December 2012 and is callable until December 2010 An additional but

similar long-term convertible advance was established during 2008 At December 31 2009 the outstanding balance on this

advance was $15.0 million with weighted average interest rate of 3.33% This advance matures May 2013 and is callable until

May 2010

Note Line of credit

The Company has line of credit issued in June 2009 with its correspondent bank First National Bankers Bank which provides

the Company the ability to draw principal sum of $1.0 million in periodic advances with maturity date of June 2010

Interest is calculated annually using rate of prime plus 0.75% 4.00% at December 31 2009 with floor of 4.00% The line of

credit is secured through the pledge of all issued and outstanding shares of the Banks capital stock The outstanding principal

balance at December 31 2009 was $0 The arrangement requires the Company and Bank to comply with financial covenants

related to capital levels the levels of non-performing assets and other financial matters At December 31 2009 the Company

and the Bank were in compliance with all of these covenants Future noncompliance with this covenant would not have

material impact on the Companys ability to meet future obligations

Note 10 Employee benefit plan

The Bank has 40 1k salary-deferred plan covering substantially all employees At the discretion of the Banks Board of

Directors the Bank may match percentage of the annual amounts deferred by employees Matching amounts are funded by

the Bank as accrued Total deferred and matching amounts are limited to amounts that can be deducted for Federal income

tax purposes The Banks matching contributions were approximately $171000 $161000 and $170000 respectively for each

of the years in the three year period ended December 31 2009
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December 31 2009 and 2008

Note 11 Shareholdersequity and regulatory requirements

The primary source of funds available to the Company is the payment of dividends by its subsidiary bank Banking regulations

limit the amount of dividends that may be paid by the Bank without prior approval of regulatory agencies

The Bank is subject to various regulatory capital requirements administered by state and Federal banking agencies Failure

to meet minimum capital requirements can trigger certain mandatory and possibly additional discretionary actions by

regulators that if undertaken could have direct material effect on the Banks financial statements Under capital adequacy

guidelines and the regulatory framework for prompt corrective action the Bank must meet specific capital guidelines that

involve quantitative measures of the Banks assets liabilities and certain off-balance-sheet items as calculated under regulatory

accounting practices The Banks capital amounts and classification are also subject to qualitative judgments by the regulators

about components risk weightings and other factors Prompt corrective action provisions are not applicable to bank holding

companies

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts

and ratios set forth in the table below of total and Tier capital as defined in the regulations to risk-weighted assets as

defined and of Tier capital as defined to average assets as defined Management believes that as of December 31 2009 the

Bank met all capital adequacy requirements to which it is subject

As of December 312009 the most recent notification from the regulatory agencies categorized the Bank as well-capitalized

under the regulatory framework for prompt corrective action To be categorized as well-capitalized the Bank must maintain

minimum total risk-based Tier risk-based and Tier leverage ratios as set forth in the table below There are no conditions or

events since that notification that management believes have changed the Banks category

The Banks actual capital amounts in thousands and ratios as of December 31 2009 and 2008 are also presented in the

following tables

Required For Required To Be Well Capitalized

Actual
Capital Adequacy Under Prompt Corrective

Purposes Action PrOvisions

Amount Ratio Amount Ratio Amount Ratio
As of December 31 2009

Total capital to risk weighted assets

Bank 47782 11.69% 32698 8.0% 40872 10.0%

Consolidated 47997 11.74% 32698 8.0% 40872 10.0%

Tier capital to risk weighted assets

Bank 42710 10.45% 16349 4.0% 24523 6.0%

Consolidated 42926 10.50% 16349 4.0% 24523 6.0%

Tier leverage to average assets

Bank 42710 8.91% 19164 4.0% 23955 5.0%

Consolidated 42926 8.96% 19164 4.0% 23956 5.0%

As of December 31 2008
Total capital to risk weighted assets

Bank 43075 10.66% 32323 8.0% 40404 10.0%

Consolidated 43158 10.68% 32323 8.0% 40404 10.0%

Tier capital to risk weighted assets

Bank 38791 9.60% 16161 4.0% 24242 6.0%

Consolidated 38875 9.62% 16161 4.0% 24242 6.0%

Tier leverage to average assets

Bank 38791 8.61% 18016 4.0% 22519 5.0%

Consolidated 38875 8.63% 18016 4.0% 22520 5.0%
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Note Sharehoders equity and reguatory requirements continued

During 997 the Company adopted the 1997 Stock Option Plan the 1997 Plan for eligible directors officers and key

employees of the Company and the Bank Options are granted to purchase common shares at prices not less than the fair

market value of the stock at the date of grant The maximum number of shares that may be reserved and made available-for-

sale under the 1997 Plan is 345000 shares as adjusted for the Companys stock splits and stock dividends

During early 2005 the Company adopted the 2004 Incentive Plan the 2004 Plan for eligible directors officers and key

employees of the Company and the Bank Options are granted to purchase common shares at prices not less than the fair

market value of the stock at the date of grant The maximum number of shares that may be reserved and made available-for-

sale under the 2004 Plan is 330125 shares as adjusted for the Companys stock split in 2005

The Plans provide for the grant of both incentive and nonqualffied stock options to purchase the Companys common stock

The Stock Option Committee of the Board of Directors of the Company establishes to whom options shall be granted and

determines exercise prices vesting requirements and the number of shares covered by each option subject to the approval of

the Companys Board of Directors

On January 2006 the Company adopted ASC 718-10 Compensation-Stock Compensationwhich requires all share-based

payment to employees including grants of employee stock options to be recognized as expense in the statement of earnings

based on their fair values Prior to ASC 718-10 only certain pro forma disclosures of fair value were required.The amount of

compensation is measured at the fair value of the options when granted and this cost is expensed over the required service

period which is normally the vesting period of the options ASC 718-10 applies to awards granted or modified after January

2006 or any unvested awards outstanding at December 31 2005 The effect of the adoption of the new accounting principle on

results of operations depends on the level of option grants the vesting period for those grants and the fair value of the options

granted as of such date Existing options that vested after the adoption date resulted in additional compensation expense of

approximately $80000 in 2009 The Company utilized the disclosure requirements permitted by ASC 718-10 for transactions

entered into during 2006 and thereafter For the periods prior to January 2006 the Company elected to remain with the

former intrinsic value method of accounting for stock compensation

As of December 31 2009 the Company has two share-based compensation plans which are described above and has issued

shares of common stock to non-employee directors as compensation for services rendered The Company recorded $167000

$165000 and $189000 in stock compensation expense related to the issuance of these shares for the years
ended December

31 20092008 and 2007 respectively The expense recognized for these shares was equal to the fair value of the shares on the

date of grant

The fair value for these options was estimated on the date of grant using lattice-based option valuation model that used the

following range of assumptions for each of the years presented

2009 2008 2007

Expected volatility
66.8% 95.7% 37.4% 37.6% 40.8% 40.8%

Weighted-average volatility
78.20% 37.53% 40.75%

Expected dividends 0% 0% 0%

Expected term in years 7.0% 7.0% 7.0 7.0 7.0 7.0

Risk-free rate 3.00% 3.30% 4.73%

In addition the model assumed that each option was exercised in the initial year of vesting
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Outstanding at January 12008
Granted

Exercised

Forfeited or expired

Outstanding at December 312008
Exercisable at December 31 2008

December 31 2009 and 2008

Wtd Avg
Shares

Wtd Avg
Remaining

Aggregate
Exercise Price

Contractual Term
Intrinsic Value

286875 $9.18 4.43 $810279

237294 8.35 3.70 810279

At December 31 2009 options both outstanding and exercisable have exercise prices that range from $3.33 per share

to $20.41 per share The weighted-average remaining contractual life of options outstanding at December 31 2009 was

approximately 4.43 years or 53 months

The estimated weighted-average grant date fair value of options granted and the total intrinsic value of options exercised

during the years ended December 31 20092008 and 2007 are as follows

2009 2008 2007

Weighted-average grant date fair value

Total intrinsic value of options exercised

Note Shareholders equity and regulatory requirements continued

For purposes of proforma disclosures the estimated fair value of options is amortized to expense over the options vesting

period Option valuation models require the input of highly subjective assumptions including the expected stock price

volatility Changes in the subjective input assumptions can materially affect the fair value estimate In managements opinion

the model does not necessarily provide reliable single measure of the fair value of options

Vesting requirements are determined by the Board of Directors at the time options are granted and generally provide for

vesting over seven-year period The plans provide that vesting periods may not exceed ten years

summary of the Companys stock option activity under the plans as of December 31 2009 and 2008 and changes and

related information for the years then ended is presented below

Options

Outstanding at January 12009

Granted

Exercised

Forfeited or expired

Outstanding at December 31 2009

Exercisable at December 31 2009

286875

25613

27700

10900
273888

217894

324441

23934

61500

$9.18

8.06

3.79

7.43

9.69 4.43 267086

9.44 3.48 265265

7.99

10.85

3.56

5.70 4.86 7.30

94583 396161 60265
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December 31 2009 and 2008

Note 11 Sharehodersequfty and reguatory requftements continued

summary of the status of the Companys nonvested shares as of December 31 2009 and 2008 and changes during the years

then ended is presented below

Wtd Avg
Shares Grant-Date

Non-vested Shares Fair Value

Nonvested at January 2009 49581 6.36

Granted 25613 5.70

Vested 15200 7.14

Forfeited 4000 7.43

Nonvested at December 31 2009 55994 5.82

Nonvested at January 2008 40455 7.67

Granted 23934 4.86

Vested 14808 7.51

Forfeited

Nonvested at December 31 2008 49581 $6.36

As of December31 2009 there was $274513 of total unrecognized compensation cost related to the Companys nonvested shares

granted under the plans This cost is expected to be recognized over weighted-average period of 2.78 years The total fair value of

shares vested during the years ended December 3120092008 and 2007 was $115712 $111205 and $203932 respectively

Following is reconciliation of the income amounts and common stock amounts utilized in computing the Companys

earnings per share for each of the years ended December 31 2009 2008 and 2007

2009

Income Shares

Numerator Denominator Per Share

$in thousands except per share

Basic EPS Income available to common stockholders 3752 3484309 1.08

Effect of stock options outstanding 8562 0.01

Diluted EPS Income available to common stockholders 3752 3492871 1.07

2008

Income Shares

Numerator Denominator Per Share

in thousands except per share

Basic EPS Income available to common stockholders 2800 3426860 0.82

Effect of stock options outstanding 76996 0.02

Diluted EPS Income available to common stockholders 2800 3503856 080

2007

Income Shares

Numerator Denominator Per Share

Sin thousands except per share

Basic EPS Income available to common stockholders 2901 3393224 085

Effect of stock options outstanding 115382 0.02

Diluted EPS Income available to common stockholders 2901 3508606 0.83
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December 31 2009 and 2008

Note 12 ncome taxes

Total income taxes in the statements of income for the years ended December 31 2009 2008 and 2007 are as follows

in thousands
2008

The Banks provision for income taxes differs from the amounts computed by applying the Federal and state income tax

statutory rates to income before income taxes reconciliation of the differences is as follows

34.0% 34.0% 34.0%

3.6 2.7 4.3

2.8 2.1 1.2

0.3 0.4 0.3

2.6 2.1 3.0

2.8 2.6 0.6

39 06 20

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the

financial statement carrying amount of existing assets and liabilities and their respective tax bases Deferred tax assets and

liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary

differences are expected to be recovered in income Deferred tax assets are reduced by valuation allowance if it is more

likely than not that the tax benefits will not be realized Management has evaluated the effect of the guidance provided by

U.S Generally Accepted Accounting Principles on Accounting for Uncertainty in Income Taxes that became effective January

2009 Management has evaluated all other tax positions that could have significant effect on the financial statements and

determined the Company had no uncertain income tax positions at December 31 2009

The primary components of deferred income taxes at December 31 2009 and 2008 are as follows

Deferred tax assets

Allowance for loan losses

Unrealized loss on securities available-for-sale

Amortization of GA low-income housing tax credits

Executive compensation plans

Nonaccrual loan interest

Valuation allowance on GA low-income housing tax credits
__________________ __________________

Deferred income tax assets
__________________ __________________

Deferred tax liabilities

Unrealized gain on securities available-for-sale

Qualified prepaids

Depreciation on bank premises and fixed assets

Deferred income tax liabilities
___________________ ___________________

Net deferred income tax assets

Current tax provision

Deferred tax expense/benefit

Total income tax expense

2009 2007

1548 929 1853

245 323 234

1303 1252 1619

2009

Federal statutory rates

State taxes net of federal benefit

Tax-exempt income

Nondeductible interest

State tax credits

Bank-owned life insurance

Other

Total

2008 2007

25.8% 30.9% 35.8%

2009 2008

in thousands

1285 1236

159 122

151 70

33

159 122

1469 1306

195 117

58
198 193
451 310

1018 996
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December 31 2009 and 2008

Note 12- income Taxes continued

Realization of deferred tax assets is dependent on sufficient future taxable income during the period that deductible

temporary differences are expected to be available to reduce taxable income

Note 13 Commitmentsand contingencies

In the ordinary course of business the Bank may enter into off-balance-sheet financial instruments that are not reflected in the

financial statements These instruments include commitments to extend credit and standby letters of credit Such financial

instruments are recorded in the financial statements when funds are disbursed or the instruments become payable

The Bank uses the same credit policies for these off-balance-sheet financial instruments as it does for other instruments that

are recorded in the financial statements

Following is an analysis of significant off-balance-sheet financial instruments for the years ended December 312009 and 2008

2009 2008

commitments to extend credit

Standby letters of credit

Total

in thousands

59082 56426

5712 5102

64794 61528

commitments generally have fixed expiration dates or other termination clauses and may require payment of fee Since

many of the commitment amounts expire without being drawn upon the total commitment amounts do not necessarily

represent future cash requirements In managing the Banks credit and market risk exposure the Bank may participate these

commitments with other institutions when funded The credit risk involved in issuing these financial instruments is essentially

the same as that involved in extending loans to customers The amount of collateral obtained if deemed necessary by the

Bank upon extension of credit is based on managements credit evaluation of the customer collateral held varies but may

include real estate and improvements marketable securities accounts receivable inventory equipment and personal

property

The company as part of its retail mortgage loan production activities routinely enters into short-term commitments to

originate loans Most of the loans will be sold to third parties upon closing For those loans the company enters into best

efforts individual forward sales commitments at the same time the commitments to originate are finalized While the forward

sales commitments function as an economic offset and effectively eliminate the companys financial risk of rate changes

during the rate lock period both the commitment to originate mortgage loans that will be sold and the commitment to sell

the mortgage loans are derivatives the fair values of which are essentially equal and offsetting The fair values are calculated

based on changes in market interest rates after the commitment date The notional amounts of these mortgage loan

origination commitments and the related forward sales commitments were approximately $45.6 million each at December 31

2009 compared to approximately $34.8 million each at December 31 2008 The net unrealized gains/losses of the origination

and sales commitments did not have material effect on the consolidated financial statements of the company at December

31 2009 or December 31 2008
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December 31 2009 and 2008

Note Commitmentsand contingencies continued

The Company has executed individual forward sales commitments related to retail mortgage loans which are classified as

loans held for sale The forward sales commitments on retail mortgage loans function as an economic offset and mitigate

the Companys market risk on these loans The notional value of the forward sales commitments on retail mortgage loans at

December 31 2009 was approximately $65.8 million compared to approximately $35.8 million at December 31 2008 The fair

value of the sales commitments on retail mortgage loans resulted in no material gains or losses to the Company at December 31
2009 or December31 2008

The nature of the business of the Bank is such that it ordinarily results in certain amount of litigation In the opinion of

management at December 31 2009 there were no pending litigation matters in which the anticipated outcome would have

material adverse effect on the financial statements During June 2008 previously pending lawsuit initiated by the Bank

against borrower in default was settled in favor of the Bank and approximately $430000 was received on August 82008
This settlement was recorded in the third quarter of 2008

The Bank is obligated under operating leases for certain office premises and equipment Future minimum rental commitments

for all non-cancelable operating leases total approximately $301000 in 2010 $291000 in 2011 $21 2000 in 2012 $151000 in

2013 and $0 thereafter Rental expense of office premises and equipment was as follows

2009 2008 2007

Office premises rental expense

Equipment rental expense

Note 14 Suppementa consoHdated cash flow information

Income taxes paid

Interest paid

Interest received

Real estate acquired by foreclosure non-cash

Unrealized gain/loss on securities non-cash

Note 15 Fair vaue of flnancia instruments

in thousands

284 285 276

13 13 27

2009 2008 2007

in thousands

1630 1397 2354

10443 14147 15598

24687 26552 28643

6337 8660 1136

217 11 775

For assets and liabilities recorded at fair value it is the Companys policy to maximize the use of observable inputs and

minimize the use of unobservable inputs when developing fair value measurements in accordance with the fair value

hierarchy in ASC 820-1 0/Fair Value Measurements and Disclosures This standard also requires fair value measurements to be

separately disclosed by level within the fair value hierarchy

Fair value measurements for assets and liabilities where there exists limited or no observable market data and therefore are

based primarily upon estimates are often calculated based on the economic and competitive environment the characteristics

of the asset or liability and other factors Therefore the results cannot be determined with precision and may not be realized

in an actual sale or immediate settlement of the asset or liability Additionally there may be inherent weaknesses in any

calculation technique and changes in the underlying assumptions used including discount rates and estimates of future cash

flows could significantly affect the results of current or future values
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note 15-Fair value of financial instruments continued

The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to

determine fair value disclosures Securities available-for-sale are recorded at fair value on recurring basis Additionally

from time to time the Company may be required to record at fair value other assets on nonrecurring basis such as loans

held for sale loans held for investment and certain other assets These nonrecurring fair value adjustments typically involve

application of lower of cost or market accounting or write-downs of individual assets

The estimated fair values of the Banks financial instruments for those instruments for which the Banks management believes

estimated fair value does not by nature approximate the instruments carrying amount are as follows at December 31 2009

and 2008 in millions

2009 2008

Carrying Fair Carrying Fair

Amount Value Amount Value

Loans and loans held for

salenetofallowance 395.0 435.5 360.4 392.3

Time deposits 256.4 259.7 240.3 245.1

Estimated fair value information of investment securities is presented in Note to the consolidated financial statements

Under ASC 820-10 the Company groups assets and liabilities at fair value in three levels based on the markets in which the

assets and liabilities are traded and the reliability of the assumptions used to determine fair value These levels are as follows

Level Valuations for assets and liabilities traded in active exchange markets such as the New York Stock Exchange The

Company has no Level assets or liabilities at December 31 2009

Level 2Valuations are obtained from readily available pricing sources via independent providers for market transactions

involving similar assets or liabilities The Companys principal market for these securities is the secondary institutional markets

and valuations are based on observable market data in those markets At December 31 2009 Level securities include U.S

Government agency obligations state and municipal bonds corporate debt securities mortgage-backed securities and FHLB

stock

Level Valuations for assets and liabilities that are derived from other valuation methodologies including option pricing

models discounted cash flow models and similar techniques and not based on market exchange dealer or broker traded

transactions Level valuations incorporate certain assumptions and projections in determining the fair value assigned to

such assets or liabilities The Company has no Level assets or liabilities at December 31 2009

Following is description of valuation methodologies used for assets and liabilities recorded at fair value

Investment Securities Available-for-Sale

Investment securities available-for-sale including FHLB stock are recorded at fair value on recurring basis Fair value

measurement is based upon quoted prices if available If quoted prices are not available fair values are measured using

independent pricing models or other model-based valuation techniques such as present value of future cash flows adjusted

for the securities credit rating prepayment assumptions and other factors such as credit loss assumptions At December

31 2009 the Company classified $47.3 million of investment securities available-for-sale including FHLB stock subject to

recurring fair value adjustments as Level
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1continued

December 31 2009 and 2008

Note 15 Fair value of financial instruments continued

Loans Held for Sale

Loans held for sale are carried at the lower of cost or market value The fair value of loans held for sale is based on what

secondary markets are currently offering for portfolios with similar characteristics As such the company classifies loans

subjected to nonrecurring fair value adjustments as Level There were no fair value adjustments related to the $58.1 million

of loans held for sale at December 31 2009

Loans

The company does not record loans at fair value on recurring basis However from time to time loan is considered

impaired and an allowance for loan losses is established Loans for which it is probable that payment of interest and principal

will not be made in accordance with the contractual terms of the loan agreement are considered impaired Once an individual

loan is identified as impaired management measures the impairment in accordance with ASC 310-10-35 Receivables-

Subsequent Measurements The fair value of impaired loans is estimated using one of several methods including collateral

value market value of similar debt enterprise value liquidation value and discounted cash flows Those impaired loans not

requiring an allowance represent loans for which the fair value of the expected repayments or collateral exceed the recorded

investments in such loans At December 31 2009 substantially all of the total impaired loans were evaluated based on

the fair value of the collateral In accordance with ASc 820-10 impaired loans where an allowance is established based on

the fair value of collateral require classification in the fair value hierarchy When the fair value of the collateral is based on

an observable market price or current appraised value the Company records the impaired loans as nonrecurring Level

When an appraised value is not available or management determines the fair value of the collateral is further impaired below

the appraised value and there is no observable market price the Company records the impaired loan as nonrecurring Level

Impaired loans classified as Level totaled $18.9 million at December 31 2009 and had specific loan loss allowances

aggregating $1.0 million

Foreclosed Assets

Foreclosed assets are adjusted to fair value upon transfer of the loans to foreclosed assets Subsequently foreclosed assets

are carried at the lower of carrying value or fair value Fair value is based upon independent market prices appraised values

of the collateral or managements estimation of the value of the collateral When the fair value of the collateral is based on

an observable market price or current appraised value the Company records the foreclosed asset as nonrecurring Level

When an appraised value is not available or management determines the fair value of the collateral is further impaired below

the appraised value and there is no observable market price the Company records the foreclosed assets as nonrecurring Level

There were no fair value adjustments related to foreclosed real estate of $4.5 million at December 31 2009

Below is table that presents information about certain assets and liabilities measured at fair value on recurring basis

in thousands

Fair Value Measurements at December 31 2009 Using

Total Carrying Assets Quoted Prices Significant Significant

Amount in the Liabilities in Active Other Other

Consolidated Measured Markets for Observable Unobservable
Balance Sheet at Fair Value Identical Assets Inputs Inputs

Description
12/31/2009 12/31/2009 Level Level Level

Available-for-sale securities

including FHLB stock 47289 47289 47289
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note 16 Bank-owned Hfe insurance BOLD

In September 2007 an $8.0 million bank-owned life insurance policy BOLl was acquired in order to insure the key officers

of the Bank Per ASC 325-30 Investments in Insurance Contracts7 this policy is classified as miscellaneous asset at its cash

surrender value net of surrender charges and/or early termination charges As of December 31 2009 the BOLl cash surrender

value was $8811742 resulting in other income for 2009 of $410051 and an annualized net yield of 4.78%

Note Other expenses

Other non-interest expenses for the years ended December 31 2009 2008 and 2007 are as follows

2009 2008 2007

5in thousands

Data processing
1044 904 906

FDIC assessment 883 320 241

ORE expense/valuation adjustments 781 89 54

Legal and accounting
518 540 475

Printing and supplies
321 314 309

Advertising
237 277 309

Business development 151 167 159

Telecommunications 207 171 142

Outsideservices 349 381 415

Courier and postage 150 201 229

Software license fees 142 190 237

City and county taxes 264 263 241

Directorfees 219 219 243

Travel and employee meals entertainment 165 158 166

Other 1179 1047 106

Total 6610 5241 5162

Note 18- Comprehensive ncome

The components of other comprehensive income and related tax effects for each of the years ended December 31 2009 2008

and 2007 are as follows in thousands

Unrealized holding gains/losses on
2009 2008 2007

available-for-sale securities 217 11 775

Tax effect 78 279

Netoftaxamount 139 496
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
continued

December 31 2009 and 2008

Note 19 Quartery Hnancia Data Unaudited

The following table represents summarized data for each of the quarters in 2009 and 2008 in thousands except earnings per

share data

Selected Quarterly Data

in thousands except per share data

2009 2008

4Q 3Q 2Q 1Q 4Q 3Q 2Q 1Q

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after

provision for loan losses

Non-interest income

Securities gain loss

Non-interest expenses

Income before income tax expense

Income tax expense

Net income

Basic earnings per common share

Diluted earnings per common share

$6385 $6285 $6154 $5780 $6123 $6445 $6700 $7103
2092 2399 2584 2.647 2.847 2987 3299 3905

4293 3886 3570 3133 3276 3458 3401 3198

1.172 670 613 627 730 518 29 237

3121 3216 2957 2506 2546 2940 3430 2961

3570 4172 3727 2632 2169 2841 2352 2432

51 69 37 20

5450 5365 5436 4651 4471 4429 4539 4306
1246 2074 1248 487 313 1352 1280 1107

282 580 349 92 97 386 414 355

964 $1494 899 395 216 966 866 752

0.28 0.43 0.26 0.11 0.06 0.29 0.25 0.22

0.27 0.43 0.26 0.11 0.06 0.28 0.25 0.21
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note 20 Condensed financial

parent company ony
information on Georgia-Carohna Bancshares Inc

Condensed Balance Sheet

December 31 2009 and 2008

in thousands

Liabilities

Note payable

Other Liabilities

Total liabilities

2009

185

43057
34

86

43362

2008

616

38999

64

91

39770

500

89 186

89 686

Shareholders equity 43273 39084

Total liabilities and shareholders equity

Condensed Statement of Income

Years Ended December 312009 2008 and 2007

in thousands

43362 39770

Income dividends from subsidiary

Expenses

Director compensation

Legal fees

Audit exam and accounting fees

Annual report and proxy

Shareholder services

Other

Total expenses

Loss before income tax benefits and equity in

undistributed earnings of subsidiary

Income tax benefits

Loss before equity in undistributed earnings of

subsidiary

Equity in undistributed earnings of subsidiary

Net income

55 47 76

66 106 143

38 10

60 35 55

16 17 22

18 54 94

253 269 397

253 269 397
86 86 143

167 183 254

3919 2983 3155

3752 2800 2901

Assets

Cash

Investment in subsidiary

Other assets

Deferred tax benefit

Total assets

2009 2008 2007

-$
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

December 31 2009 and 2008

Note 20- Condensed financial information on Georgia-Carolina Bancshares Inc parent company only continued

Condensed Statement of Cash Flows

Years Ended December 31 2009 2008 and 2007

in thousands

2009 2008 2007

Cash flows from operating activities

Net income 3752 2800 2901

Adjustments to reconcile net income to net cash

provided by operating activities

Stock-based compensation expense 80 134 226

Stock compensation 167 165 189

Equity in undistributed earnings of subsidiary 3919 2983 31 55
Net change in other assets and liabilities 63 145 228

Net cash provided by operating activities 17 261 389

Cash flows from financing activities

Payments on borrowed funds 500 100 100
Proceeds from issuance of common stock and

exercise of stock options 52 21 33

Net cash used in financing activities 448 79 67

Netchangeincash 431 182 322

Cash at beginning of the year 616 434 112

Cashatendoftheyear 185 616 434
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GEORGIACAROLINA BANCSHARES INC
DIRECTORS EXECUTIVE OFFICERS

OCCUPATION

RemerY Brinson Ill

Patrick Blanchard

Mac Bowman M.D

Phillip Farr

Thomas Flournoy

Samuel Fowler Jr

Arthur Gay Jr

Hugh Hamilton Jr

George Inman

David Joesbury Sr

John Lee

James Lemley

Montague Miller

Julian Osbon

Robert Wilson Jr

Bennye Young

President and Chief Executive Officer

Vice Chairman of the Board First Bank of Georgia

Cardiologist Augusta Cardiology Clinic

Principal Phillip Farr CPA P.C

Senior Vice President CFO Secretary

Attorney Fowler Wills Attorneys at Law

President and Chief Executive Officer andT Associates Inc

land development and consulting

President and Chief Executive Officer Genesis Health L.LC

Chairman retired Club Car Inc manufacturing

President Joesbury
Insurance Agency Inc

President and Chief Operating Officer retired GIW Industries Inc

manufacturing

Physician and Managing Partner McDuffie Medical Associates

Attorney at Law President and Chief Executive Officer retired Club Car Inc

manufacturing

Chairman and Chief Executive Officer Osbon Associates

Principal Wilson Finance Corporation and Wilson Ventures Inc

real estate and insurance
sales
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GEORGIA-CAROLINA BANcSHARES INC
SHAREHOLDER INFORMATION

Stock Market Listing

Georgia-Carolina Bancshares Inc common stock is listed on the Over-the-Counter Bulletin Board under the

symbol of GECR The principal market maker for the Company is Morgan Keegan Co Inc

Corporate Offices

3527 Wheeler Road

Augusta GA 30909

Telephone 706 731-6600

Subsidiary

First Bank of Georgia

Member FDIC

Annual Meeting

The Companys Annual Meeting of Shareholders will be held Monday May 24 2010 at 400 p.m in the Lobby

of the Corporate Headquarters and Main Office 3527 Wheeler Road Augusta Georgia 30909

Financial Information

Financial analysts and interested investors desiring information regarding Georgia-Carolina Bancshares Inc

should contact the President Chief Executive Officer Georgia-Carolina Bancshares Inc Post Office Box

15148 Augusta Georgia 309 19-1148 Additional information regarding First Bank of Georgia may be obtained

on the internet at www.firstbankofga.com or by calling 706 731-6600

Annual Report on Form 10-K

copy of the Companys 2009 Annual Report on Form 10-K filed with the Securities and Exchange

Commission is available free of charge by contacting the Chief Financial Officer Georgia-Carolina Bancshares

Inc Post Office Box 15148 Augusta GA 30919-1148

Stock Transfer Agent Registrar Dividend Paying Agent

Georgia-Carolina Bancshares Inc Transfer Agent is Registrar and Transfer Company 10 Commerce Drive

Cranford New Jersey 070 16-3572 They are available to assist you with change of address replacement of lost

certificates or duplicate 1099 requests

Legal

Special Legal Counsel General Counsel General Counsel

Smith Gambrell Russell L.L.P Warlick Tritt Stebbins Fowler Wills

Suite 3100 Promenade II Murray L.L.P 318 Jackson Street

1230 Peachtree Street 699 Broad Street Suite 1500 Thomson GA 30824

Atlanta GA 30309-3592 Augusta GA 30901

Independent Accountants

Cherry Bekaert Holland

Post Office Box 82472

Atlanta GA 30354-0472
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